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The Agrarian-Based Development of Irani 
By BALDUR H. KRISTJANSON* 


HE ETHICAL content of the land 

reform movement throughout the 
world presents a challenge to most of us 
for egalitarianism as a primary motiva- 
tion in urging land reform must be aban- 
doned. An accelerated rate of capital 
formation must emerge as the primary 
consideration, with recognition that 
better living conditions will evolve slow- 
ly. As a general guiding proposition it 
is necessary to hold increases in social 
overhead to a minimum while making 
maximum progress in adijunting land- 
holding institutions. 

Whatever justifications there may be, 
the fact is that land reform as an instru- 
ment of policy has been down-graded 
by significant contributors to interna- 
tional schemes for development. In part 
it has been due to a natural inclination 
to take the path of least resistance. An- 
other explanation may be that the actual 


t This article is an outgrowth of an extensive collab- 
oration with V. Webster Johnson, U.S.O.M., Agriculture 
Division, American Embassy, Tehran. Responsibility for 
the views expressed, however, rest with the author. As- 
sistance given by the Economic Bureau, Plan Organization 
and Dr. Hushang Ram, Director of the Shah’s land dis- 
tribution program is gratefully acknowledged. 

* Secretary, Resources for Tomorrow Conference, De- 
partment of Northern Affairs and National Resources, 
Ottawa, Canada. Recent member, Harvard Advisory 
Group in Iran under Ford Foundation grant. 


support of agrarian reform is a compli- 
cated and delicate operation. One cannot 
escape the feeling, however, that a major 
reason has been an inability to grasp the 
significance of land reform as a prerequi- 
site to effective technical assistance. 


The functional relationship between 
land reform and economic development 
is not treated in this paper except ob- 
liquely. It requires separate treatment. 
What is intended here is an examination 
of land reform as it has evolved in one of 
the most promising economies in the 
Middle East even though the experience 
is limited. For, if our grasp of the sig- 
nificance of land reform as an instrument 
of development is limited, it may be due 
to a shortage of facts upon which to 
sharpen our perspective. The experience 
of Iran is a case in point. 


The Setting 


Present indications in Iran are that 
most lands will be distributed in the next 
decade. As yet, however, there is no ade- 
quate provision of means for carrying out 
such distribution. Up to this time na- 
tional development expenditures have 
displayed no consistent pattern that 
might be characterized as a policy which 
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is preparing the rural areas for land re- 
form. Projects undertaken to date are lit- 
tle more than piece-meal thrusts into the 
enormous requirements of village peo- 
ple for the technological and financial 
assistance requited to bring the villagers 
of Iran into the twentieth century. ? 


The prevailing mood of the country 
that land reform on a national scale is 
imminent has led several landlords to 
offer their holdings to the goverment for 
distribution. Thus, at least some pressure 
for moving ahead with distribution is 
coming from the landlords at a time 
when the government is not prepared for 
an adequate national program. * 


This impasse is a result of the failure - 


several years ago to acknowledge the fu- 
tility of attempting to graft modern tech- 
nology onto a feudal landholding system. 
For example, at no time has the Plan 
Organization, the principal public source 
of national investment funds and now in 
its Second Seven-Year Development Pro- 
gram, taken the position that tenure and 
other rural institutional changes must 


accompany the investments made in the 


1 The village is akin to our term plantation, with one 
man in charge, appointed by the landlord. All cultivators 
(peasants) are housed usually within a mud-walled com- 
pound. They have few ownership rights, are told what 
to plant and when to plant. There is in most cases no 
government of the village by peasants although this is 
beginning to change. Very often the structure is feudal 
in that the landlord makes the decisions concerning di- 
vorce, the settlement of estates, and he sits as judge in 
cases of theft and village disturbances. He is, however, 
increasingly limited by the authority of the gendarmerie, 
the national police organization. 

2 The governmental structure can best be described as 
a constitutional monarchy in which the monarch has the 
veto power in all matters. A two-party system of parlia- 
ment, the members of which have been selected rather 
than elected, is becoming increasingly effective under the 
virtual tutorship of the Shah. The guidance given by the 
Shah is pervasive and firm. However, his attempt to ex- 
pand the policy-making functions of the parliament to 
give greater expression to democratic processes limits at 
the same time his scope in pressing upon the government 
broad policy changes. This dilemma explains in part the 
lack of preparedness of the government at the present 
time for the broad supporting programs essential to an 
effective national land distribution program. 


agricultural sector.* Consequently, the 
net effect of this investment program has 
been to leave the rural areas more or less 
unchanged. ¢ 


The 628,000 square miles comprising 
Iran are primarily an agricultural area; 
however, less than one-eighth of the land 
is in farms, and the remainder is in for- 
ests and grazing lands, and wasteland. 5 
Through land and water development 
and the use of improved farming prac- 
tices, the economic resources available 
and the level of output could easily be 
doubled. Yields are presently low, and 
the main opportunity for expansion lies 
with improving technology on the culti- 
vated lands and pastures now in existence. 


About 75 percent of the population of 
Iran is engaged in agriculture, contribut- 
ing slightly more than one billion dollars 
to the national income in 1958, or 
around 45 percent of the total. Thus it 
should be clear that, with an estimated 
per-capita farm income of about $100 
per year, the poverty associated therewith 
makes for a low purchasing power of 
goods produced within the country. A 
sound and firm national economic devel- 
opment calls for a substantial rise in the 
purchasing power of farm people. 


8 At the beginning (1955) of the current Plan Period 
it was expected that as much as 80 percent of oil reve- 
nues would be at the disposal of Plan Organization for 
development purposes. This share has been gradually re- 
duced to 55 percent under pressures of the ordinary budg- 
et of the government and has resulted in a Plan 
Organization allocation of about $860 million for the 
seven-year period. This will be supplemented by ex- 
ternal borrowing to bring the total development fund to 
about one billion dollars for the period. Agriculture 
including irrigation will absorb less than 20 percent of 
this budget, most of it being spent on irrigation. 

Only about one-fifth of the agricultural budget will 
go to “hard-core” agricultural programs such as seed im- 
provement, mechanization, livestock development and 
technical manpower training. The lack of scientists and 
technicians constitutes a major obstruction of rural de- 
velopment and far too little has been done to meet this 
situation. 

5 Based on surveys conducted by the Department of 
Agricultural Economics, Ministry of Agriculture, Tehran, 
and the national census. Source for data, United States 
Embassy, Tehran. 
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In the past there has been too little 
capital accumulation on the farms. Agri- 
culture is one of the principal sources of 
the accumulation of capital, but much is 
drained off largely to urban areas where 
observation would indicate that too large 
a part goes for consumption expendi- 
tures. Numerous inquiries reveal that 
large landlords are not making substan- 
tial investments in land and village im- 
provements. That large landlords are not 
making investment in their villages of 
the size and type demanded by the situa- 
tion, is not difficult to understand. The 
risks and hazards are too great in the 
present political tempo; and the nature 
of existing land tenure arrangements 
militates against sufficiently productive 
capital investment. 


The Tenure Pattern: Key 
Characteristics 

Landholdings in Iran are generally 
composed of villages. In some cases sin- 
gle individuals own many villages; in 
others they may own a part of a village, 
or parts of many villages. The small 
holdings make up a small percentage; 
but the major ownership pattern is one 
of substantial land holdings comprised 
of several villages. Eighty percent of the 
estimated 45,000 villages are in private 
ownership; ten percent under manage- 
ment for religious institutions and ten 
percent composed of public domain. The 
Shah’s lands account for about four per- 
cent of all villages and are included in 
the private ownership figure. 

Villages vary greatly in size, ranging 
from a few families to several hundred 
families. The productivity of lands also 
varies considerably, being influenced 
greatly by the availability of water. Liv- 
ing conditions on the other hand display 
a discouraging uniformity of subsistence 
incomes, high rates of illiteracy and an 
appalling lack of health facilities. Houses 


are usually of mud, with earthen floors 
and no chimneys. In many instances 
there are few doors or windows other 
than openings in the walls. 

The income earned by the peasant is 
usually a share of the crops grown. As to 
the basis of sharing, A.K.S. Lambton has 
written: “Traditionally, five elements are 
taken into account in dividing the crop; 
land, water, draught animals, seed, la- 
bour; theoretically one share is allotted 
to each element and goes to whoever 
provides that element. In fact, however, 
this is little more than a theoretical ab- 
straction, and the actual division, al- 
though it is materially affected by the 
ownership and provision of these differ- 
ent elements, is seldom made on the 
basis of the allotment of five equal shares 
for each element.” ® 

Apart from this lack of uniformity in 
determining the basis of crop-sharing 
there is a much greater variety of con- 
tributions by landlord and tenant. The 
tenant may receive anywhere from 30 to 
80 percent of the crop, depending on his 
contributions to the production process, 
but such percentages are misleading. He 
may have significant pasture or orchard 
privileges. On the other hand, as in the 
Khuzestan, he may be required to work 
all summer on rice production without 
any reward except that of obtaining cul- 
tivator’s rights during the balance of the 
year on favorable terms. It is very diffi- 
cult to evaluate the wide variety of shar- 
ing arrangements. 

One pernicious characteristic illustrates 
clearly why capital formation on the 
land through tenancy is very low. This 
is the practice of rotating each year the 
plots of land cultivated by the tenants. 
Each year, lots are drawn for the avail- 
able plots. It is said that in this way 





* A.K.S. Lambton, Landlord and Peasant in Persia (New 
York: and London, England: Oxford University Press, 
1953), p. 306. 
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each peasant has an equal chance at get- 
ting the better land. Regardless of the 
element of fairness in this, the procedure 
automatically precludes proper conserva- 
tion, maintenance and investment prac- 
tices. Maximum immediate depletion is 
the sensible course open to the cultivator. 
Capital Formation and Productivity 
Under the tenure conditions described 
above the cultivator does not and cannot 
maintain or build up soil productivity. 
He must maximize the depletion rate. 
Some landlords do have incentive for 
sound soil husbandry, particularly those 
who reside on their farms and whose 
land holdings are relatively small. In 


practice, however, even the owners of. 


smaller holdings find it impossible to en- 
gage in any broad program of scientific 
management and soil improvement be- 
cause they have neither the financial re- 
sources nor the technological assistance 
available to them on a sufficient scale. A 
further complication arises on the large 
holdings because the effective introduc- 
tion of modern technology would under- 
mine the landlord’s authority in his 
villages. He would have to provide per- 
manent tenure in the first instance. The 
main obstacle, however, is that the peas- 
ants require financial, technical, health 
and educational assistance on a scale far 
beyond the landlord’s means to furnish 
them. What he has done is to purchase 
tractors with which to plow up idle lands 
and pastures on his own account, not in- 
frequently extending such plowing oper- 
ations to the peasants’ plots. He has also 
purchased combines with which to har- 
vest the grain since traditional methods 
of harvesting are so labor-intensive that 
the new cropland could be harvested 
only by introducing the combine. There 
are in use about 5,000 tractors supple- 
mented by a few hundred combines. It 
is doubtful, however, whether this can 
continue within the existing tenure pat- 


tern, although there may be significant 
area of idle lands yet to be exploited. 
Also, as the trend of peasants moving to 
the urban centers continues, additional 
lands may become available for tractor 
operations. 


The effect of mechanization on pro- 
ductivity is immediate in several respects, 
Labor is used more effectively, seed-bed 
preparation is improved and the timing 
of each operation is much more effective. 
This matter of timing is the most im- 
portant because the extensive period re- 
quired for harvesting grain under the 
old methods prevented the growing of 
the second crop in many parts of the 
country where climatic conditions would 
permit it. Important as improved tillage 
practices may be, it is the release of 
ploughing and harvest labor for a second 
crop that permits an enormous increase 
in productivity. The potential change, 
therefore, is considerable because it is a 
combination of increased yields on exist- 
ing cultivation and a substantial increase 
in acreage under crops within existing 
cultivated areas. 


Productivity at present is unbelievably 
low. Wheat yields, for example, are in 
the neighborhood of 10 bushels per acre 
under irrigation. An increase in produc- 
tion of 100 percent would be readily 
attainable through improved seed varie- 
ties, fertilizers, better seedbed prepara- 
tion and mechanical harvesting. Such 
gains are feasible now without consider- 
ing the effects of additional crops grown 
during the year. Herein lies the key to 
an increase in capital formation in agri- 
culture. Unless these technological inno- 
vations are made there is little margin 
for capital formation. 


Distribution of Crown and Public 
Domain Lands 
It is in the distribution of Crown 
Lands, begun in 1952, that valuable ex- 
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perience has been gained as a basis for 
a national program. This paper analyzes 
that experience in some detail based on 
field investigations of the major block 
of distributed lands—the so-called Ban- 
dar-Shah, Gorgan, Gonbad-e-Ghabous 
area, hereafter called the Northern Area. 
This area is by no means typical of Ira- 
nian agriculture but it nevertheless pro- 
vides a basis for major insights into the 
total problem. 

A number of basic problems have to 
be overcome before the land distribution 
program can become as effective as it 
should be. By effective, is meant a pro- 
gram that moves the agriculture and its 
people forward perceptibly year by year; 
where the social and economic impedi- 
ments to progress are identified, and 
where steps are taken to meet these im- 
pediments explicitly, wherever possible. 
But included also is an identification of 
the public interest in a land distribution 
program with integrating the program 
into national development policy. 

Land distribution activities in Iran 
have three phases: (1) the program of 
the Shah; (2) the distribution of public 
domain lands by the Public Domains 
Bongah of the Ministry of Agriculture; 
and (3) the formulation of plans for 
the distribution of private land holdings. 
A brief sketch of the scope of these pro- 
grams and activities will reveal the evo- 
lution of the land distribution program 
in Iran. 

Land Distribution of the Shah. Land 
distribution in Iran was first un- 
dertaken under the leadership of the 
Shah, who had the foresight and the 
imagination to propose voluntarily a 
plan for converting large numbers of 
peasants into owner cultivators.7 The 





7A substantial account of this Land Distribution Pro- 
gram is available in a report entitled, The Pahlavi 
Domain Land Distribution Program: Objectives, Accom- 
plishments, Needs, published by Bank Omran, Tehran, 
Iran. . 


plan for the sale of Crown Lands which 
was begun in 1952 envisaged a much 
larger program of land distribution. The 
main objectives of this program were: 
(1) to sell the Crown Lands to the peas- 
ant occupants on favorable terms, and in 
units of an economic size; (2) to imple- 
ment the disposal of public domain lands 
under approximately the same terms as 
those applied to the Crown Lands; and 
(3) to set the stage for the orderly trans- 
fer, over a period of time, on the basis 
of just compensation, of private land 
holdings to the cultivators in farm units 
of appropriate size. 

The distribution of Crown Lands is 
under Bank Omran, also called the De- 
velopment Bank. This Bank, a private 
bank of His Majesty, was organized for 
the development and improvement of 
distributed lands. It is charged with the 
distribution of Crown Lands, the collec- 
tion of installment payments on the 
lands, the financing of the new owners 
and the supplying of agricultural and 
cooperatives services. The Bank accepts 
deposits and engages in other credit and 
banking activities. 

Early in the establishment of Bank 
Omran, it received from Point IV some 
240,000 dollars as working capital and 
some 120,000 dollars for personnel and 
operating expenditures. Subsequently a 
small amount of technical assistance was 
extended through the Community De- 
velopment Division of USOM (United 
States Operations Mission) and present- 
ly the Agricultural Division is making 
available three advisors. 

At the time of the contribution by 
Point IV, the Shah contributed 200,000 
dollars to the capital of the Bank and 
additional funds have been made avail- 
able from land installment payments, 
loans from Plan Organization, Bank 
Melli, Government Insurance fund de- 
posits and other similar services. The 
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present capital of Bank Omran is 100,- 
000,000 rials (1.3 million dollars) of 
which one half is paid in. 

From the beginning of the land dis- 
tribution program in 1952 until Novem- 
ber 1959 about 700,000 acres have been 
distributed among 21,500 farmers; 70 
cooperatives have been established; and 
total loans outstanding to farmers have 
reached nearly one million dollars. Loans 
have been used for subsistence, purchase 
of farm machinery, seed, livestock and 
work animals, extension of ganats, § drill- 
ing deep wells, building of new houses 
and land development. 

The balance of the Pahlavi Domain 
lands are to be distributed within the 


next three years. It is estimated that in. 


the neighborhood of 600 villages remain 
to be distributed, and that some 500 
more villages are available for distribu- 
tion, pending decisions by the courts on 
the rightful owners of these villages. 

Distribution of Public Domain Lands. 
The distribution of public domain lands 
is under the Public Domains Bon- 
gah of the Ministry of Agriculture. It is 
responsible for the exploitation, develop- 
ment, and, during the past 2 years, the 
distribution of villages and lands belong- 
ing to the government of Iran. In prin- 
ciple the Public Domains Bongah is a 
financially autonomous agency, generat- 
ing the funds its operations require from 
rental income. By law, however, funds 
available to the Bongah are limited to 
40 percent only of any income in excess 
of what is required to meet administra- 
tive overhead and, at best, this has been 
totally insufficient to carry out the re- 
sponsibilities with which the Bongah is 
charged. 

As far as land distribution is con- 
cerned, the Bongah’s responsibility is 





8 Man-made underground water channels originating in 
foothills. Ninety percent of irrigation water is obtained 
by this means. 


limited to the physical distribution of 
the land. Follow-up development serv- 
ices to the new landholders are assigned 
specifically to the Agricultural Bank of 
Iran and, by implication, to specialized 
technical departments of the Ministry of 
Agriculture in such fields as extension, 
pest control, etc. 

The financial responsibility of the 
Agricultural Bank for this program is 
at present limited to providing credit on 
the basis of a fraction of the funds col- 
lected as installment payments on land 
from the new owners. Since such collec- 
tions of land installments follow distri- 
bution only at an interval of a year or 
more, there is, in practice, no means 
available now to supply the production 
credit requirements of the new owners 
in a volume necessary to make the hold- 
ings sufficiently productive to carry in- 
stallment charges. 

The Public Domains Bongah only re- 
cently started an inventory project to 
determine accurately the number of vil- 
lages to be distributed and the number 
actually available for distribution with- 
out protracted litigation to establish clear 
title. Present indications are that only a 
small part of the estimated total of about 
1,330 villages are presently held under 
undisputed title. 

As of this writing 29 villages have 
been distributed to 2,100 new landown- 
ers, involving 140,000 hectares. (One 
hectare is equal to 2.47 acres.) ‘Ten co- 
operatives have been established, empow- 
ered to make loans to the farmers and 
to supply some foodstuffs, clothing, seed, 
insecticides and similar farm and family 
needs. 

Distribution of Private Lands. On 
December 6, 1959 a Government Bill 
for the distribution of private lands 
was introduced in the Majlis. Limitations 
are placed on the size of the landholdings 
subject to several generous exceptions, 
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and certain types of holdings are exempt. 
In terms of an organization to do the 
job the Bill is weak. There is urgent need 
for strong administration to execute poli- 
cy, to coordinate and direct action, to 
carry on necessary training programs, 
and to supervise and guide new owner- 
cultivators who are without previous 
farm management experience, little or 
no operating capital and are ignorant of 
improved farming practices which must 
be adopted to increase agricultural pro- 
duction and improve the social and 
economic position of the new owners. 
However, it is too early to analyze the 
Bill as amendments in the Parliament 
will likely change some of the provisions 
and clarify the meaning of others. 


Lessons from Crown Lands Experience 


In the distributed villages of the Shah 
in the Northern Area, which comprise 
most of the distributed villages of Bank 
Omran’s program, a number of problems 
have emerged. It should be pointed out, 
however, that in this area the native 
Turkomen did not have a farming back- 
ground, They were nomads accustomed 
to sheep and riding horses and these 
make little impact on the farming possi- 
bilities of this flat prairie plain of fertile 
soil and limited rainfall. When distribu- 
tion began a few tractors were beginning 
to be employed on grain fields and some 
settlement of the Turkomen in villages 
as laborers was taking place. To make 
owner-operating farmers of the Turko- 
men in a few years’ time, obviously is a 
major undertaking.® The problems en- 
countered are by no means unique, how- 
ever, and merit study. These may be 
summarized as follows: 


® Mechanical skills appear to be acquired quickly. A 
number of farm machinery schools are in operation which 
give instruction in the operation and maintenance of 
tractors and farm machinery. This program has been well 
received but requires strengthening. 


First: Generally, the size of the distri- 
buted unit has been too small for inde- 
pendent operation. In one village, for 
example, 50 farmers had been operating 
an average of 15 hectares of good land 
before distribution. After distribution, 
there were 250 owners with 3 hectares 
each.1° Many units were established 
three to five years ago, at a time when 
mechanization had not proved itself, 
when few tractors were available, and 
when technical and supply problems asso- 
ciated with mechanization were unsolved. 

The Northern Area is a wheat econ- 
omy. With an annual rainfall of about 
18 inches per year and very little irriga- 
tion water available, this plain has a 
clear advantage in the production of 
cereals over other crops such as cotton 
or commercial vegetable production. 
What has been neglected is the possi- 
bility of greatly increasing livestock pro- 
duction and thus utilizing more fully 
the large amounts of surplus labor in 
the area. 

The size of distributed farms varies 
greatly in this area but the seven-hectare 
unit is common. Yields of wheat are be- 
tween 800 and 1,000 kilos per hectare. 
(A kilogram equals two and two-tenth 
pounds.) 


Many farmers sell their wheat in ad- 
vance but, assuming enough credit avail- 
able to prevent advance sale, net cash 
income amounts to about 120 dollars per 
year from grain production on seven 
hectares. It is entirely feasible to increase 
yields immediately by 50 percent through 
improved seed now available, chemical 
treatment of seed, weed control and fer- 
tilizer. About 65 percent of the increased 
income would accrue to the operator. 
However, it is not feasible in this cli- 


10 This was the result of trying to treat all persons in 
the village fairly —a principle that is self-defeating un- 
less applied with more regard to the need for adequate 
farm units. 
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matic zone to project this stepped-up 
production on the basis of full cropping 
every year. Either part of the land must 
lie fallow each year for weed control 
(despite chemical weed treatment) or 
grasses, legumes and row crops must be 
brought into the rotation. Fallow is 
much the poorer alternative. Grasses and 
legumes, especially if the legumes are 
inoculated, would improve the soil struc- 
ture (which is in poor condition) , in- 
crease the nitrogen content and control 
weeds, This in turn suggests the raising 
of much more livestock in the area. 


If communal grazing were established 
in each village, if 20 percent of the crop- 
land were kept in grasses and legumes 
in rotation, if the livestock were in- 
creased to consume this forage produc- 
tion, if improved seeds and fertilizer 
were used, then the incomes of existing 
units could be doubled. And these im- 
provements are technologically within 
reach of these peasants. Cultivation and 
harvesting could be done by custom or 
through machinery cooperatives. 


Credit needs for this transition are not 
prohibitive. To illustrate this point let 
us estimate the minimum credit require- 
ments on 7 hectares (which includes the 
innovations listed above) to be about 
140 dollars as the annual operating credit 
need. In addition, it is necessary to pro- 
vide 60 dollars annually for consumption 
loans to prevent advance sale of crops, 
or a total of 200 dollars credit. There 
remains the need for credit to purchase 
the equivalent of two cows. This would 
amount to about 200 dollars and could 
be spread over two years at 100 dollars 
per year but would not be a recurring 
need thereafter. It appears that a mini- 
mum loan of 300 dollars is needed per 
farmer for the first two years to enable 
him to utilize existing technology and 
to double his income. Anything less than 


this amount would restrict the whole 
operation. 

A brief comment is in order with re- 
spect to the upper end of the scale to 
which these new owners might reason- 
ably aspire. Taking 25 hectares as the 
physical base and assuming no diversifi- 
cation, net income would be about 325 
dollars. The application of available 
technology to crop production would 
raise this to about 525 dollars without 
the addition of livestock. Income would, 
of course, be significantly increased if the 
equivalent of 10 cows were added and 
this would be practicable on a 25-hectare 
unit. 

In this shift toward a sounder and 
more diversified agriculture, there are 
two types of activity involved that make 
the job easier. First, by concentrating the 
mechanized operations in the hands of 
a relatively few operators (or closely con- 
trolled machinery cooperatives) the 
technological aspects can be handled effi- 
ciently. Second, community pastures for 
livestock would provide a sound and 
efficient basis for dealing with disease. It 
is about the only effective method for 
meeting the problem of livestock losses 
through disease. It provides at the same 
time an opportunity to keep fencing costs 
to a minimum and, through controlled 
grazing, to maximize the returns from 
pasture land. This type of group activity 
is not difficult to establish. 

Second: Hardly ever has the credit 
made available to the village credit so- 
cieties been sufficient to bring the farm- 
ers to a situation where they can pay off 
their debts from previous years, pur- 
chase the necessary production means 
and avoid selling their crops in advance 
to meet current operating needs. There 
are some individuals, however, who have 
been given sufficient credit by the Bank 
and these individuals provide useful 
bench-marks by which to judge the wis- 
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dom of greatly expanding the credit 
made available. In one small village of 
23 farmers, for example, where adequate 
credit had been provided, none had sold 
his crops in advance when we questioned 
them. However, the credit needed may 
be substantial. For example, farmers in 
one village received loans of 475 dollars 
each, and this is proving to be sufficient 
to prevent the selling of crops in ad- 
vance as they had done previously be- 
cause of heavy prior indebtedness and 
large current operating capital needs. 
This matter of prior indebtedness must 
be examined thoroughly with a view to 
making such obligations manageable for 
the present. Otherwise, he can never get 
out of the hands of the money lender. 

Third: In many instances men who 
operated these lands prior to distribution 
continue to do so in spite of protests of 
the new owners. The gendarmerie says 
it cannot enforce the rights of the new 
owners due to common law customs and 
rights which were not cancelled by the 
transfer of title. Such legal issues must 
be clarified. 

Fourth: Renting of lands is common. 
The new owners, faced with a shortage 
of all types of credit, are often unable to 
farm their lands. While the renting of 
lands may be desirable in the longer-run 
evolution of the agriculture of the area, 
its appearance in the initial stages reveals 
inadequacy in program planning. In so 
far as possible it should not be allowed 
to run its own course but rather provi- 
sion should be made for a satisfactory 
and orderly change in tenure if the pro- 
fessed objectives of owner-operatorship 
cannot be achieved. 

Already three types of tenure have 
emerged. (1) New owner-cultivators; 
here land, capital and labor are united 
in the family unit. Thus it is possible to 
introduce new farm practices and meth- 
ods because the farmer is directly asso- 


ciated with the decision-making process. 
He is a human being with an interest; 
a person in his own right, provided he 
has adequate production credit. (2) New 
owners not cultivators; in contrast to the 
above group there is a very large group 
of new owners who either rent their 
land for cash, for a share of the crop, or 
hire the plowing and harvesting of the 
crop. The latter is, in fact, a type of ten- 
ancy and, if so considered, makes for a 
very high percentage of renting. For this 
group of farmers, educational and train- 
ing activities become most difficult. The 
labor of the new owners is not associated 
with the land. A few types of self-help 
village improvement activities are possi- 
ble; but not much can be done, over a 
period of time, without credit or the 
necessary funds. In this group, credit ex- 
tended by Bank Omran is for plowing 
and for subsistence needs and the new 
owners profit only from a lower interest 
rate on the funds used. To avoid ex- 
ploitation in supplying the consumption 
needs of this group, the Bank might well 
extend the credit in kind, making avail- 
able basic family needs through village 
store cooperatives. (3) Part-time owner 
cultivators; this group lies between the 
two above groups. These operators are 
dependent on outside sources of employ- 
ment but carry on some farming opera- 
tions. What can be accomplished by 
credit, demonstrations and training pro- 
grams is in proportion to the extent that 
the farmers are engaged in farming 
through their own labor. 

Fifth: Mechanization in this area has 
such obvious advantages over animal- 
powered agriculture that much of this 
land is being farmed, either for a share 
of the crop or for cash payment, by 
larger operators who have the necessary 
equipment. This results in massive un- 
deremployment and low returns to the 
owners. In one village the owners did 
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virtually no farm work on their lands 
and sought off-farm employment where 
possible. This marked underemployment 
of village people in most of these villages 
is due mainly to mechanization but it is 
related also to an underdevelopment of 
water resources, to a lack of capital to 
undertake more intensive forms of culti- 
vation, and to absence of a diversified 
program of crop, livestock and vegetable 
production, and to a low level of skills 
in undertaking such new ventures as 
market gardening and a diversity of cot- 
tage industries. 

Sixth: Community development pro- 
grams and the extension service are only 
now being introduced effectively in this 
area. The need for these services is ac- 
centuated by the high rate of illiteracy 
and by the revolutionary changes implied 
in the technical and sociological aspects 
of the programs—and thus the need for 
continued basic experimental work on 
which to establish recommendations for 
change. This means that the dehyar (vil- 
lage-level worker) and the extension 
- worker have to some extent the dual 
function of investigation and demonstra- 
tion until such time as the fundamental 
research work is established and func- 
tioning effectively. 


Organizational Approach for a National 
Distribution Program 


It is clear that a greatly stepped-up 
rate of distribution is imminent so that 
it becomes all the more important to 
evaluate the experience to date as it may 
apply to a broad national effort. The 
foregoing analysis of activities in the 
Northern Area can be used, within lim- 
its, to determine the major requirements 
of an effective distribution program on 
a national scale. We are mindful of the 
limited experience on which we can 
draw and also of the diversity of physical 
and social situations in Iran that must 


be accommodated in national projections 
of the program. Nevertheless, the need 
is very real and it is hoped that this pa- 
per may contribute to a solution of the 
problem. 

The organizational pattern required 
cannot be drawn completely from past 
experience of the Bank of Omran, large- 
ly because its program has been limited 
to less than four percent of the farming 
areas of the country." It has been doing 
a very creditable job although it has had 
neither the staff nor the loan funds to 
carry on the type of program needed; 
but some lessons have been learned 
which cannot be ignored by those who 
would set up an organization on a na- 
tional scale. For example, such a program 
must be decentralized in its administra- 
tion but with strong central control over 
general policies. It is only at national 
headquarters that the necessary authority 
for coordinating the supporting services 
of the ministries can be obtained. 

Fortunately, the villagers have them- 
selves demonstrated that they can aid in 
keeping administrative problems within 
bounds. Through village councils and 
cooperatives much administrative assist- 
ance is available at the grass roots. 

Some villages in Iran now have coun- 
cils elected by the peasants, and it is 
logical to assume that these councils will 

11In contrast to the situation in the Northern Area, 
there are, for example, the 14 distributed villages in the 
Varamin Plains. There the credit and service needs of 
the new owners, on the whole, are being met. The cen- 
tral cooperative and the credit locals are operating well. 
The incomes of the peasants are reported to have in- 
creased from two to four times during the past five 
years. Many new houses have been built. Each village has 
a school. Presently, the marketing of farm produce and 
the water problem seem to be most pressing. The Varamin 
story is an achievement in rural economic-social reform 
and it shows what can be accomplished with credit and 
a program of supervision and guidance where land re- 
sources, including water, have in most of the villages 
provided opportunities for progress. We have not based 
our analysis on this group of villages, however, because 
the volume of financial and technical assistance absorbed 
by the project has been far in excess of that likely to be 


available in a national program. On the other hand, the 
Varamin experience will be helpful in many ways. 
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be utilized in the distribution program. 
Of course, the existing leadership group 
in a village may not always be wholly 
cooperative in promoting the objectives 
of the program: some individuals may 
hope to eventually regain their previous 
scale of operations through the failure of 
the projected program since the physical 
distribution is achieved without material- 
ly changing the leadership status of the 
small group of men who in each village 
would continue to exercise economic and 
political control as before distribution. 
Resolution of this type of situation 
should be one of the functions of the 
council to be set up in each village and 
elected by the villagers. Such a council 
would meet at regular intervals with the 
area supervisor to discuss needs and re- 
port on progress and plans. The local 
school teacher, the dehyar and any other 
technical personnel ought to attend such 
meetings. 

To implement policies formulated at 
the national level, regional offices at the 
provincial level will be required. From 
these offices the bulk of the administra- 
tive and technical work will have to be 
provided. Since a distribution program 
cannot be effective without the services 
of credit supervisors, public health tech- 
nicians, teachers, and so forth, it is essen- 
tial that a technical training program of 
sufficient magnitude be launched. 

Essential to effective administration of 
this land reform program is a compila- 
tion of basic data so that formulae can 
be established for equitable allotment. 
Among facts needed are: approximate 
income of the peasant, farm operating 
costs, pattern of land use, personal char- 
acteristics of prospective new owner, 
amount of credit, and methods of mar- 
keting presently in use. This type of in- 
formation can be secured within a short 
time by surveys in representative vil- 
lages. Of course, land surveys and reg- 


istration of titles are essential not only 
for the land distribution program but for 
many other agricultural programs. 


Allotment of Economic Farm Units 


A basic requirement to the allotment 
of economic farm units is a land classi- 
fication of some type. Land-use capabili- 
ties should be studied, as soon as possible, 
even if this can be done only on a rather 
superficial basis. It is fairly obvious that 
some lands that have been ploughed up 
in the last few years should be re-seeded 
to grasses and legumes. The water prob- 
lem also needs study. In most villages 
water is a strategic factor in determining 
the size of an adequate farm unit. 


Every effort must be made to make 
available to each farmer a unit with de- 
velopment possibilities. When land dis- 
tribution is for all eligible adults in a 
given village, the allotment of a decent 
sized unit may at times be difficult but 
land distribution should not be a sharing 
of wealth program. With good planning 
much can be done to eliminate or allevi- 
ate serious problems in the first instance 
and thus make possible, or far less diffi- 
cult, consolidation of inadequate units 
in subsequent years. 


To correct inadequate units peasants 
should be allowed to sell their holdings 
provided that no one person holds title 
to more than 25 hectares in any village 
or villages.12 The maximum holding in 
any area should be related to the land 
productivity and type of farming within 
the area. A better initial distribution 
program, consolidation of holdings, and 
the prohibition of subdividing of hold- 
ings are elements making for economic 
farm units. 


1 This provision should be restricted to Crown and 
public domain lands and subject to subsequent revision. 
As indicated later, much larger holdings will have to be 
permitted on privately held lands in order to make the 


» National program manageable. 
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Establishment of Farmers Cooperatives 

In distributed villages the new owner- 
cultivators will not have had previous 
management experience. Management 
has been a part of the former ownership 
function; and often the interest has been 
primarily in the village income received. 
The new owners need to learn how to 
make farm management decisions and to 
assume responsibility for their decisions. 
Cooperatives provide by group action a 
means to deal with the problem. Credit 
and education are a part of one process. 
Education in decision-making and capi- 
tal management is futile when disasso- 
ciated from access to reasonably adequate 
supplies of credit. The development of 
cooperatives under a supervised credit 
program, therefore, is one of the most 
important activities of the land distribu- 
tion program. 

Very few cooperatives, in the true 
sense of the word, are to be found in 
Iran. Nor can we expect cooperatives to 
spring full-blown from the barren soil 
of illiteracy and servility characteristic 
of these villages. Yet the cooperative 
form of organization, introduced under 
strict supervision and management, can 
be a basis for accomplishing two impor- 
tant objectives: (1) peasants will learn 
to vote for or against policies which 
affect them as members of a group; and 
(2) their considerable talents for sur- 
vival under the present system can be 
freed for a variety of limited functions 
within the cooperative society, greatly 
reducing the administrative burden of a 
land distribution program. 


Financing the Program 


Means must be found for limiting the 
inflationary effects of a national land dis- 
tribution program. So far as production 
credit needs of new owners are con- 
cerned, these effects are not serious 
provided the production responses are 


immediate and on a scale sufficient to in- 
crease the food supply in about the same 
proportion as the increase in money 
supply. Payments to present landown- 
ers, however, represent an entirely dif- 
ferent problem. Such payments if made 
immediately would be inflationary to the 
point where the development program 
of the country would collapse. 

A generally accepted view in profes- 
sional circles is that payments to land- 
lords should be in the form of low- 
interest bonds redeemable over a long 
period of years. The landlords view this 
as an injustice particularly because an- 
nual payments are too small to permit 
effective re-investment in other sectors 
of the economy. In meeting this criticism 
about the only step that can safely be 
taken is to make such bonds redeemable, 
in so far as possible, according to an ap- 
proved schedule of industrial and com- 
mercial development from existing loan 
funds for these purposes. 1* The level of 
these loan funds could be increased judi- 
ciously as the effects of the total develop- 
ment program permit. The effects of the 
land distribution itself will generate an 
expanding need for industrial develop- 
ment within reasonable limits of increase 
in the general price level. Therefore, 
landlords could look forward to expand- 
ing possibilities for re-investment within 
the framework of Iran’s national devel- 
opment policy. 

To limit still further the dislocations 
of the program, an intermediate step 
could be included. Crown and public 
domain lands could be distributed ac- 
cording to procedures now employed on 
Crown Lands. The remaining lands 
could be made subject to a fairly liberal 
“limit on holdings.” This is, in fact, 
what the Shah has indicated to be im- 

18 Provision could also be made to make bonds redeem- 


able for the purchase of existing national enterprises 
such as companies owned by Plan Organization. 


Tata nemevmenee 








—_— e-em ws oh Ce 











9 in- 
ame 
ney 
own- 

dif- 
nade 
» the 
ram 


ofes- 
and- 
low- 
long 
this 
> an- 
rmit 
ctors 
icism 
y be 
able, 
n ap- 
com- 
loan 
rel of 
judi- 
elop- 
f the 
fe an 
elop- 
rease 
fore, 
oand- 
ithin 
level- 


tions 
step 
ublic 
d ac- 
sd on 
lands 
beral 
fact, 
e im- 
redeem- 


erprises 








AGRARIAN-BASED DEVELOPMENT OF IRAN 13 


minent. Such a procedure would also 
tend to stimulate increases in production 
more quickly since the holder of such 
lands would now be dependent upon effi- 
ciency of production. Under the old sys- 
tem (present) landlords rely on volume 
rather than margin. Income is a function 
of the number of villages owned, since 
there is little difference in production 
efficiency between villages. 


There is also a built-in accelerator to 
improved practices. Under this proposal, 
traditional share-cropping procedures 
would give way to the necessary stimulus 
of a cash wage. Once the cash wage is 
introduced the tolerance for low-yielding 
methods is severely reduced. To finance 
these operations, a landlord could be per- 
mitted to redeem land bonds as required. 


Cast in this light the financing re- 
quirements become manageable provid- 


ed funds are funnelled into such a 
program. For example, with expected 
revenues for Plan Organization activi- 
ties of a little more than 200 million dol- 
lars per year for the next five years a 
commitment of one-half of this amount 
to the land distribution program would 
provide a budget of 500 million dollars. 
Actually, the limits will not be financial 
but rather the rate at which competent 
personnel can be provided to administer 
and guide the program. 

In conclusion, be it said that in coun- 
tries where technological advance is un- 
der way and where there is currently 
some participation on the part of the 
United States and/or other governments 
firm support of an adequate land distri- 
bution program may be critical. Iran 
may be said to be the classical example, 
at this moment in history, of a golden 
opportunity that should not be missed. 








Agricultural Exemptions From 
Motor Carrier Regulation 
By THOMAS C. CAMPBELL* 


OTOR VEHICLES engaged in moving 
M freight were regulated in thirty- 
three states and the District of Columbia 
as early as 1928. Regulation was initiated 
in these states for a variety of reasons 
and was unsuccessful in many instances 
because of the manner in which the stat- 
utes were administered.! From 1925 until 
passage of the Motor Carrier Act of 1935 
a bill was introduced in Congress each 
year to provide for federal regulation of 
motor carriers engaged in interstate com- 
merce. During this time state regulatory 
agencies, the Interstate Commerce Com- 
mission, competing transport agencies, 
and even some established motor carriers 
indicated definite interest in federal reg- 
ulation of motor carriers. 

Passage of the 1935 law was prior to 
the advent of comprehensive federal reg- 
_ ulation of air lines or water carriers. 
Consequently, railroads were the only 
regulated mode of transportation moving 
agricultural commodities to market. It 
seemed to be the intention of Congress 
to bring motor carriers under compre- 
hensive economic regulation by the fed- 
eral government without, at the same 
time, burdening certain specific types of 
traffic moving by truck. Trucks were used 
extensively in transporting agricultural 
products to market. Congress was appar- 
ently convinced that bringing this traffic 
under regulation by the Interstate Com- 
merce Commission would adversely effect 
the interstate movement of these com- 
modities with a serious impact on the 
agricultural industry. 


* Professor of Economics, West Virginia University, 
Morgantown, West Virginia. 

1Charles A. Taff, Commercial Motor Transportation 
(Chicago, Illinois: Richard D. Irwin, 1950), p. 271. 


These exemptions have been extreme- 
ly difficult to administer. The purpose of 
this paper is to examine the background 
of this portion of the Motor Carrier Act 
of 1935 (Section 203) and the subse- 
quent legislative modifications (includ- 
ing the Transportation Act of 1958), 
court decisions, and administrative dif- 
ficulties which have arisen. The entire 
question of exempting certain traffic from 
regulation while regulating other traffic 
moving by the same mode of transporta- 
tion and exempting certain commodities 
moving by one mode while not exempt- 
ing the same commodities moving by 
other modes is a critical matter of public 
policy. 


Exemptions in the Act of 1935 


Section 203 of the Act of 1935 exempts 
from economic regulation the trans- 
portation of certain farm products. Two 
of the exemptions are “motor vehicles 
controlled and operated by any farmer 
when used in the transportation of his 
agricultural commodities and products 
thereof, or in the transportation of sup- 
plies to his farm” and “motor vehicles 
controlled and operated by a cooperative 
association as defined in the Agricultur- 
al Marketing Act, approved June 15, 
Pe i 


The part of the Act of 1935 which has 
caused greatest concern and is the pri- 
mary subject of this study is Section 
203 (b) (6) which in the original act ex- 
empted “motor vehicles used exclusively 
in carrying livestock, fish (including 
shellfish), or agricultural commodities 


2Sec. 203 (b) (4 and 5) of the Motor Carrier Act of 


1935 
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(not including manufactured products 
thereof).” 

There were other forms of traffic which 
were also exempt from regulation by the 
Act of 1935 but most of these were be- 
cause of the incidental nature of the 
business or because of not being types of 
transport that had appeared to need any 
form of federal economic regulation. 
Among those exempt in this category 
are taxicabs, school buses, vehicles op- 
erated under authority of the Secretary 
of Interior transporting persons in na- 
tional parks, vehicles operated between 
hotels and railroad or bus stations and 
airports, vehicles used exclusively for 
distributing newspapers, and casual or 
occasional carriers of passengers or prop- 
erty not engaged in transportation as a 
regular business.’ 

The agricultural exemptions, especial- 
ly Section 203 (b) (6), had a distinctly 
different purpose. On April 15, 1935 a 
statement addressed to Senator Wheeler, 
Chairman of the Senate Committee on 
Interstate and Foreign Commerce, in- 
cluded the following: 


“Services made available and rendered 
by these small operators have kept and 
are keeping economic disaster from over- 
taking thousands of producers and shippers 
of agricultural and dairy products, live- 
stock, and other basic commodities. By 
the same token, those services have made 
and are making possible movement of 
life’s necessities from source to consumer 
with economy and facility that could other- 
wise not be attained.’ 


There was obvious fear that, if the Inter- 
state Commerce Commission were to reg- 
ulate movements of these commodities 
in interstate commerce, the shippers of 
these items would be adversely affected 
and this would thereby cause injury to 
many shippers who were predominantly 
small operators. It is not clear whether 


3 Sec. 203 (b) (1, 2, 3, 7, 8, 9). 
4 Congressional Record, Vol. 79, part 5, p. 5733. 


this fear was because of the personnel 
of the Commission at that time and the 
previous practices of the Commission or 
that it was because of a basic distrust 
of what is inherent in federal regulation 
so far as these commodities were con- 
cerned. It seems, however, that the latter 
rather than the former was the case in 
regard to the Act of 1935. There seems 
to have been a widespread belief among 
those directly or even indirectly involved 
in transportation of these commodities 
that regulation would without question 
have an adverse effect on the industries, 
particularly farmers, and that the Com- 
mission either would not or could not 
properly consider the special features of 
this traffic so that regulation would help 
instead of hinder those associated with 
farming. The same basic problems might 
exist for many types of traffic. 

When the bill was prepared under the 
guidance of Coordinator Eastman, he 
suggested “that bus and truck operations 
should be viewed by the Commission in 
the light of their particular business, and 
that railroad rates should not be the 
yardstick for the rates which should be 
established for bus and truck opera- 
tors.”® Mr. Eastman and Senator Wheeler 
felt that special features or characteris- 
tics of any type of traffic should be con- 
sidered by the Commission and that this 
would be done to the advantage rather 
than to the disadvantage of shippers and 
carriers, 

The House Committee on Interstate 
and Foreign Commerce added to the Sen- 
ate bill Section 203 (b) : ‘‘motor vehicles 
used exclusively in carrying livestock or 
unprocessed agricultural products.’’® 

The agricultural exemptions were 
among the major features of the full- 

5 Ibid., p. 5735. 

® Celia Sperling, The Agricultural Exemption in Inter- 
state Trucking—A Legislative and Judicial History, United 


States Department of Agriculture Marketing Research 
Report 188, July 1957, p. 4. 
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scale debate on the bill when it reached 
the floor of the House of Representa- 
tives. In reply to a question as to why 
livestock or farm products should be ex- 
empt from regulation imposed on other 
freight, one of the congressmen said that 
the purpose ‘‘was to help the farmer and 
keep him out of any regulation whatso- 
ever insofar as handling unprocessed ag- 
ricultural products or livestock on the 
farm.”? The implication is that the ex- 
emptions were to apply to products mov- 
ing from the farm with no reference to 
further movement after any processing 
had begun. Farmers were to be consid- 
ered as a special class of shippers. They 
were to be permitted to pay rates that 
were not high enough to cover their fair 
share of the cost of providing the service. 
Other traffic would have to bear part of 
the burden that should be borne by farm 
products. 

During the course of the floor discus- 
sion in the House the problem of de- 
termining when an agricultural product 
would become a manufactured product 
was debated. At one stage of the con- 
sideration the word “unprocessed” was 
deleted and the phrase “not including 
manufactured products thereof” was 
added. Apparently, the intention was to 
exempt products that had gone through 
minor processing on the farm but not to 
exempt those that had been processed by 
an industrial or processing plant. One 
congressman said that the change in the 
wording of the bill would exempt “‘cot- 
ton in bales and cottonseed transported 
from the ginneries to the market or to a 
public warehouse” but that these com- 
modities would not be exempt if the 
wording were to be “unprocessed” in- 
stead of “not including manufactured 
products thereof.”® Another member of 
the House said that the original wording 


™ Congressional Record, Vol. 79, Part 11, p. 12213. 
8 Ibid., p. 12220. 


would not include “pasteurized milk or 
ginned cotton” implying that they would 
be exempt under the amendment. This 
difficulty in making a clear and workable 
distinction between processed and man- 
ufactured has become the most trouble- 
some portion of the entire section 
specifying the motor carriers exempt 
from economic regulation. 


Modifications of the Act of 1935 


There were early attempts both to 
liberalize and to restrict the exemption 
provisions of the Act. The efforts to lib- 
eralize were more successful than were 
those to restrict. These efforts came 
through legislative, commission, and 
court actions leading up to the Trans- 
portation Act of 1958. 

For a brief period after passage of the 
Act of 1935 neither farmers nor carriers 
showed much concern about the exemp- 
tion provisions of the Act. The Com- 
mission, as a general practice ‘applied 
the well-established rule that an exemp- 
tion from a remedial statute must be 
strictly construed.”® Few questions were 
raised in the World-War-II years. How- 
ever, new techniques for processing, 
freezing, and packaging of foods raised 
on farms created substantial amounts of 
new traffic that appeared desirable to the 
carriers, What had formerly been farm 
products moving in raw state to market 
for quick consumption or for further 
processing were now frozen or otherwise 
treated before moving to market. At 
first, this traffic was handled largely by 
contract motor carriers and by railroads. 
Since there were no prospects for ex- 
empting rail movements from regulation 
and there was provision for certain types 
of exemptions for motor carriers, it was 
only natural that motor carriers would 
try to have the agricultural exemptions 


James F. Pinkney, Public Utilities Fortnightly, Sep- 
tember 27, 1956, p. 499. 
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apply to this new type of traffic through 
having it classified in the same category 
as the traffic exempt from regulation. 
Shippers, including farmers and proces- 
sors, with the aid of the United States 
Department of Agriculture, worked vig- 
orously to have the exemptions extended 
and opposed every effort of the Com- 
mission to set workable limits to the 
exemptions. 


The first modifications of the Act were 
to clarify the original meaning of this 
special section rather than to modify the 
original intention of Congress. In 1938 
the Act was amended in order to clarify 
the question as to whether a vehicle that 
had formerly hauled regulated freight 
was exempt when hauling items that 
were exempt under the original Act. The 
phrase, ‘if such motor vehicles are not 
used in carrying any other property, or 
passengers, for compensation,” was 
added; and the word “exclusively” fol- 
lowed “motor vehicles used” was deleted 
so that determination of whether a com- 
modity was exempt or not exempt was 
the commodity itself rather than the ve- 
hicle being used. This action by Congress 
changed the effect of a decision by the 
Commission that if a vehicle was ever 
used to haul anything that was not ex- 
empt from regulation, the vehicle was 
forever barred from the benefits of the 
agricultural exemption. This interpreta- 
tion by the Commission became known 
as the “poisoned vehicle” doctrine. It is 
doubtful that Congress intended that a 
vehicle once moving a nonexempt com- 
modity should forever be subject to reg- 
ulation. This seems to have been an error 
of excessive rigidity in interpreting the 
law. It was the intent of Congress that 
a vehicle could not at the same time 
carry regulated items and items included 
in the exemption portion of the Act and 


avoid having the exempt items also regu- 


lated. Consequently, for a shipment to 
be exempt it had to comprise only ex- 
empt items. 

In 1939 the Legislative Committee of 
the Interstate Commerce Commission 
sent a letter to Senator Wheeler request- 
ing that Section 203 (b) (6) of the Act 
of 1935 be amended to “‘limit the exemp- 
tion to commodities in their first move- 
ment off the farm.”!° This would have 
been a rather drastic restriction of the 
application of the exemption as it was 
in force at that time. The Senate Com- 
mittee took no action. The same Com- 
mittee of the Commission wrote in 1940 
to Senator Wheeler requesting that the 
following be added to the exemption sec- 
tion for the purpose of clarifying the 
point: 

“. . . in the first movement from the 
point of production to the point of sale by 
the producer, or to the point of manufac- 
ture or transhipment. The point of pro- 
duction for fish shall mean the wharf or 
other landing place at which the fishman 
debarks his catch, and the point of pro- 
duction for livestock or agricultural prod- 
ucts shall include the point at which they 
are gathered for initial shipment to the 
point of first sale, manufacture, or tran- 
shipment. The point of first sale shall 
not be deemed to include the point of 
production. ”!1 


No action was taken. The request con- 
formed to an interpretation by the Com- 
mission in one of the first cases involving 
agricultural exemptions which said: 


“The legislative history indicates that 
the benefits of the exemption were extended 
for the farmer by affording relief in the 
transportation of his products to the point 
where they first entered the ordinary 
channels of commerce.”!2 


In 1948, Senator Lodge introduced a 
bill to limit the exemption to motor 
vehicles used ‘“‘by the producers of such 

10 Sperling, op. cit., p. 8. 


11 [bid., p. 9. 
1244 M.C.C. 15, 18 (1944). 
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property or by private carriers of proper- 
ty by motor vehicles.””?* This bill would 
have ruled out all commercial items from 
agricultural exemptions and, in effect, 
nullified Section 203 (b) (6), since no 
private carriers are regulated. The bill 
was never seriously considered. 

A bill was introduced in the House 
in 1950 specifying that the exemption 
should not include “products of slaugh- 
ter, nor preserved, or frozen” agricultur- 
al commodities and to exclude preserved, 
frozen, and processed fish.1* Even though 
this bill would have narrowed the ex- 
emption to what appears to have been 
the original intention of Congress in 
1935, Congress did not seem to have been 


interested in limiting the agricultural. 


commodity exemptions. There were indi- 
cations of more interest in further ex- 
tensions than in limiting the commodities 
to be exempt. In 1956 a bill was intro- 
duced in the House to declare that “‘but- 
ter shall not be held to be a manufactured 
product.’’® In 1957 a bill was introduced 
that if passed would have exempted “‘fer- 
-tilizer and fertilizer materials.”1¢ 


Administrative and Judicial 
Interpretations 


It was inevitable from the time of the 
original enactment of the Act of 1935 
that Section 203 (b) (6) would require 
many court interpretations before it 
would be possible to determine whether 
specific commodities were exempt from 
economic regulation. There was little 
question that exempt commodities defi- 
nitely lose their exemption whenever 
they are transported in vehicles which 
are at the same time transporting for 
compensation commodities not exempt. 
The Interstate Commerce Commission, 
having the responsibility of administer- 


18 Sperling op. cit., p. 10. 
14 Ibid., p. 10. 
15 Ibid., p. 12. 
16 Tbid., p. 12. 


ing the law that was vague in many re- 
spects, took a rather narrow position 
following passage of the Act; and this 
led, as might have been expected, to ap- 
peals of Commission decisions to the 
courts. It might be said that the Com- 
mission took a position that was too nar- 
row in the light of the law as it was 
passed. The Commission was given a dif- 
ficult assignment. More than likely, many 
of the decisions would have been referred 
to the courts for further adjudication re- 
gardless of where the Commission had 
stood on the exemptions. 

There has been some difficulty in clas- 
sifying products into “agricultural” and 
“non-agricultural.” The classification of 
“fish (including shellfish) ’’ has caused 
little concern as the experts seem to agree 
on what is and what is not a fish or 
shellfish. The United States Department 
of Agriculture often classified products 
as agricultural that are not generally con- 
sidered to be agricultural by nonexperts. 

The Department of Agriculture has 
almost without exception taken a dis- 
tinctly different attitude toward econom- 
ic regulation of motor carriers involved 
in transporting farm products from that 
of the Interstate Commerce Commission. 
The Commission view has been that hav- 
ing a large number of carriers operating 
free of regulation but in competition 
with regulated carriers seriously impairs 
its authority and the responsibilities as- 
signed to it by Congress. The problem 
became more acute after passage of the 
Transportation Act of 1940 directed the 
Commission to provide fair and impartial 
regulation of all carriers and to recognize 
and preserve the inherent advantages of 
each. 

The Department of Agriculture’s du- 
ties are defined in congressional acts 
which are seldom directly related to trans- 
portation and its views have been almost 
exclusively directed toward the specific 
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interests of farmers with little or no re- 
gard to problems related to national 
transportation policy. Consequently, the 
Department of Agriculture, with regard 
to the exemptions in the Act of 1935, 
interpreted the intention of Congress to 
be to provide a form of aid to farmers 
that was not intended to be provided for 
other shippers and that this aid to the 
farmers should not be frustrated or de- 
nied by administrative and judicial pro- 
cedure and interpretations. This position 
of the Department was reinforced by the 
Agricultural Marketing Act of 1946 
which “authorized and directed the Sec- 
retary of Agriculture to assist . . . in 
obtaining equitable and reasonable trans- 
portation rates .. . for agricultural prod- 
ucts and farm supplies by making com- 
plaints or petitions to the Interstate 
Commerce Commission.” Consequently, 
the Secretary claimed that his responsibil- 
ity in matters concerning transportation 
of agricultural commodities is such that 
interpretations by his Department are 
“entitled to equal weight with that of 
the Interstate Commerce Commission.” 
Therefore, any Commission decision not 
conforming to the beliefs of the Secretary 
of Agriculture may be referred to the 
courts which have to serve, in effect, as 
special referees between two government 
agencies. The long experience of the 
Commission with regard to transporta- 
tion regulation was to have no more 
weight than the opinions of the Secretary 
of Agriculture. This situation encouraged 
appeals of unfavorable Commission de- 
cisions by the defendants for they could 
always depend upon aid from the Depart- 
ment of Agriculture. Congress and the 
courts did little other than undermine 
the authority of the Commission through 
continually upsetting its attempts to ad- 
minister the Act of 1935 and other laws 


17 133 F. Supp. 599, 625 (1958). 


related to public regulation of transpor- 
tation. 


One phase of the so-called Determina- 
tion Case decided in 1951 following an 
investigation started by the Commission 
in 1948 was a list of commodities that 
were “agricultural.”® This list, appar- 
ently, was to become a guide rather than 
an exclusive list. However, it was inevit- 
able that certain commodities would be 
omitted after consideration of the com- 
modity itself and not because of a lack 
of awareness on the part of the Com- 
mission. In the course of its investigation 
prior to the actual decision the Depart- 
ment of Agriculture with the support of 
testimony by physical scientists attempted 
to have the Commission exempt all ag- 
ricultural commodities on which some 
labor had been performed or mechanical 
skill applied in order to place such com- 
modities on the consumer markets unless 
such processing did clearly and by scien- 
tific analysis constitute manufacturing. 
The Commission, however, did not ac- 
cept this view and concluded that the 
term “agricultural products” was limited 
to “products raised or produced on farms 
by tillage and cultivation of the soil.’ 


After the Determination Case decision 
the Commission ruled that cut gladiolus 
and bulbs were not exempt as nursery 
stock, flowers, and bulbs were considered 
to be other than agricultural commodi- 
ties. This ruling of the Commission was 
appealed by the Florida Gladiolus Grow- 
ers Association. Before the case was re- 
viewed in Court, Congress amended this 
section of the Act to include horticultural 
products in the same classification as agri- 
cultural.?° The Court then ruled that cut 
flowers and bulbs are horticultural and 
consequently are exempt.” Omitting hor- 


18 52 M.C.C. 511 (1951). 

19 Ibid., p. 557. 

% Public Law 472 (June 9, 1952). 
1106 F. Supp. 525 (1952). 
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ticultural products from the Act of 1935 
apparently was inadvertent. If any ques- 
tion had been raised at the time the bill 
was being considered, these commodities 
would have been included in the exemp- 
tion. When the amendment including 
horticultural products came before the 
Senate for consideration, it was stated that 
testimony clearly indicated that they were 
similar to agricultural products.” 


In 1956 peat moss was exempted from 
regulation in a ruling that surprised 
many. The Interstate Commerce Com- 
mission had ruled that peat moss was 
not an agricultural commodity.7* The 
ruling was appealed to the federal court. 
The Commission argued that “peat moss 


is unlike any commodity produced on a . 


farm and is more in the nature of coal, 
although in origin derived from vege- 
tation, the processes of nature have con- 
verted it into a mineral.”” The court, 
however, with the advice of experts from 
the Department of Agriculture, ruled 
that peat moss is agricultural and not 
mineral, stating that it “is of vegetable 
origin” and is “produced by nature from 
what was once vegetation. . . .” The 
Court stated further that the processes 
of decay in peat moss “have not pro- 
gressed far enough to cause any substan- 
tial change in its original chemical con- 
tent.”** In support of its position the 
Court advanced another reason which 
was rather unique. It said that the prin- 
cipal uses of peat moss ‘‘are either agri- 
cultural or horticultural.”?5 This raised 
a new issue which, if applied broadly, 
would have few limits. There is extreme 
doubt that anyone in Congress planned 
to exempt commodities moving to farms 
as well as those moving away from the 


% Senate Report No. 1545, 82nd Congress, Second Ses- 
sion, May 29, 1952. 

266 M.C.C. 105 (1955). 

% 147 F. Supp. 169, 174 (1956). 

% Idem. 


farms. Agricultural commodities can 
hardly be determined on this basis. 

Determining when an agricultural 
commodity becomes a manufactured com- 
modity has been the subject of a long 
series of Commission and court decisions 
and has been much more significant than 
determining whether a commodity such 
as peat moss is agricultural at any stage 
of its development. Since there have been 
so many cases involving this same general 
problem, reference is made to only a few 
as representative. 

In 1940 the Commission ruled that, 
if a motor vehicle were used to transport 
nonexempt commodities for compensa- 
tion at any time, further operation of the 
vehicle was subject to regulation even 
though hauling only articles that were 
among those exempt under Section 203 
(b) (6) .% This became known as the 
“poisoned vehicle doctrine.” The case 
involved transporting shelled pecans, 
shelled walnuts, and dressed poultry 
which the Commission at that time con- 
sidered to be manufactured products. 
Therefore, fish and oysters were exempt 
when moved in vehicles that had not 
hauled commodities subject to regulation 
but were not exempt if the trucks had 
also been used to haul nonexempt com- 
modities. 

The case was reopened for further 
hearing in 1944 with representatives of 
the Department of Agriculture appearing 
as witnesses.?” In this decision the Com- 
mission changed the basis on which the 
original case in 1940 was concluded and 
emphasized the ‘“‘channels of commerce” 
rather than the “poisoned vehicle” doc- 
trine to determine the scope of the ex- 
emption. The Commission contended 
that the “legislative history indicates 
that the benefits of the exemption were 
intended for the farmer by affording 


26 M.C.C. 615 (1940). 


2744 M.C.C. 15 (1944). 














-—_—_ 


li a | 








relief in the transportation of his prod- 
ucts to the point where they first entered 
the ordinary channels of commerce.””® 
In applying its reasoning to specific com- 
modities involved in the case the Com- 
mission stated that peanuts have entered 
the ordinary channels of commerce when 
they have reached the shelling plant and 
the shells have been removed. Since 
farmers do not, as a general rule, kill 
and pick poultry, they held that poultry 
are not exempt when moving from the 
packers. The Commission likewise con- 
cluded that the only fish exempt were 
fish and shellfish dead or alive as taken 
from the water. Consequently, any fur- 
processing such as cleaning after they 
had been brought ashore removed them 
from the exemption. 


In 1947 the Commission reaffirmed the 
channels of commerce doctrine by de- 
claring that packaged fresh vegetables in 
cellophane bags or boxes for sale to con- 
sumers could not be classified as un- 
manufactured products. In 1948 the 
Commission attempted to apply the 
‘‘poisoned vehicle doctrine” to a motor 
carrier that hauled baled cotton as well 
as nonagricultural commodities. This 
case was appealed to the courts and the 
Commission position that, so far as 
exempting agricultural commodities is 
concerned, it makes no difference when 
the nonexempt property is carried was 
overruled. The court stated that it did 
not think Congress intended “any such 
taint.”8° At the same time the Commis- 
sion ruled that fresh and frozen headless 
shrimp were subject to regulation.*! 
When this ruling was appealed it was 
brought out in the testimony that this 
decision meant that virtually no shrimp 
would be exempt as the only way shrimp 


%® Ibid., p. 18. 


#47 M.C.C. 597 (1947). 
166 F. 2d. 116 (1948). 
"77 F. Supp. 68 (1948). 
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moved from wharves was after having 
been beheaded. The Court ruled that 
fresh or frozen headless shrimp continue 
to be shrimp in their natural state and 
were therefore subject to the same ex- 
emption as other fish and shellfish. 


In order to get a more orderly and 
logical system of determining which com- 
modities are exempt the Commission in 
1948 began an investigation of the whole 
problem of what actually constituted “ag- 
ricultural commodities (not including 
manufactured products thereof).” Evi- 
dence was received from many sources 
including the United States Department 
of Agriculture. In 1951 the Commission 
made its decision which is known as 
the Determination Case.®? A list of com- 
modities was included in the decision to 
serve as a guide but not to be an exclusive 
list. Following the Determination Case 
of 1951 the Commission ruled that re- 
dried leaf tobacco was not exempt but 
the Court overruled the Commission on 
the grounds that redried tobacco is an 
agricultural product.’ The Commission 
had, in the Determination Case, con- 
strued dressed poultry to be manufac- 
tured. In a decision in 1954 the Court 
held that dressed and eviscerated poul- 
try were not manufactured and to classify 
them as such would be an attempt to 
accomplish by judicial construction what 
Congress had refused to do.** This de- 
cision greatly weakened the influence of 
the list of exempt commodities appear- 
ing in the Determination Case. 

Soon after this decision, the Commis- 
sion ordered a motor carrier hauling 
fresh and frozen dressed poultry and fish 
without having acquired a certificate or 
permit to get one or cease that portion of 
its operation because these commodities 
were not exempt in the Determination 


#52 M.C.C. 511 (1951). 


% 202 F. 2d. 151 (1953). 
% 348 U. S. 836 (1954). 
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Case. When the decision was referred to 
a federal district court a large number 
of commodities listed as nonexempt in 
the Determination Case were ruled not 
to have undergone processing to the ex- 
tent that they had become manufac- 
tured.*> The court made a definite at- 
tempt to determine when a product 
ceases to be unmanufactured. It quoted 
the Anheuser-Busch decision of 1908 in- 
volving tariff law in regard to making a 
workable distinction between manufac- 
tured and unmanufactured products. The 
following quotation is from that decision: 


“Manufacture implies a change, but every 
change is not manufacture, and yet every 
change in an article is the result of treat- 
ment, labor and manipulation. . . . There 
must be transformation; a new and dif- 
ferent article must emerge having a dis- 
tinct name, character or use.’’36 


Following this decision, processing of 
products by freezing, cleaning, grinding, 
dressing, and packaging seemed to have 
been considered not to be manufacturing. 
This stand was affirmed in a decision in 
19567 that was later upheld by the 
_ United States Supreme Court that frozen 
fruits and vegetables and raw shell nuts 
were exempt.*8 


Impact of Exemptions on Traffic 
Movements 

The United States Department of Ag- 
riculture published in 1958 the results of 
an extensive study on “Interstate Truck- 
ing of Fresh and Frozen Poultry under 
Agricultural Exemption.”®® Several sig- 
nificant factors were found. After dressed 
and frozen poultry were declared exempt 
in the court decision in 1953,*° rates paid 


% 148 F. Supp. 399 (1956). 

8° 207 U. S. 556, 562 (1908). 

87 352 U. S. 884 (1956). 

38144 F. Supp. 814 (1956). 

8 James R. Switzler and Robert J. Byrne, Interstate 
Trucking of Fresh and Frozen Poultry Under Agricultural 
Exemption, United States Department of Agriculture Mar- 
keting Research Report No. 224, March 1958. 

113 F. Supp. 599 (1953). 


by the shippers were substantially re- 
duced during a period in which freight 
rates in general were rising. For example, 
82 percent of the rates checked were 
lower in the 1956-57 period than in 1952. 
Furthermore, 85 percent of the rates of 
exempt carriers in 1955 were lower than 
those of the regulated carriers moving 
frozen poultry in 1952. These rate reduc- 
tions were made on both long and short 
hauls and in every section of the coun- 
try.*! This was a period of rapid growth 
in shipments with the total volume of 
fresh processed poultry increasing 104 
percent between 1952 and 1957.4 The 
shippers of this poultry were processors 
operating commercial slaughtering plants 
in 43 states and at least 30,000 pounds 
of live weight poultry were slaughtered 
each week.*® Almost all of the fresh 
poultry has moved from these plants by 
truck after 1952 and nearly 90 percent 
of the frozen poultry moving in interstate 
commerce was by truck. In the 1956-57 
period, exempt carriers moved 82 per- 
cent of the fresh poultry and 70 percent 
of the frozen.* 


With this substantial growth in ex- 
empt shipments the advantages and dis- 
advantages of exempt as compared with 
regulated services were investigated. 
When asked what effects they thought re- 
moval of exemption of fresh and frozen 
poultry would have on their businesses, 
80 percent of the processors said that re- 
moval of the exemption would adversely 
affect their business. Most of them be- 
lieved that increased transportation cost 
would be the immediate result and sever- 
al indicated that they would resort to pri- 
vate trucking instead of having regulated 
contract or common carriers provide 
their transportation from the plants.* 
a Switzler and Byrne, op. cit., p. 65f. 

“ Ibid., p. 1. 
“ Ibid., p. 5. 


“ Ibid., p. 1. 
“ Ibid., p. 60. 
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“Truck not readily available” was men- 
tioned as a disadvantage of both exempt 
and regulated service. Apparently, this is 
the type of complaint related more to the 
individual trucker than to the class of 
carrier. Less financial stability was a com- 
plaint about exempt carriers. However, 
this and other complaints of exempt- 
carrier service seem to have been far less 
significant than the fact that regulated 
carriers charged higher rates than exempt 
carriers.*6 


This raises a significant and basic ques- 
tion. Does regulation of transportation 
inherently mean higher freight rates? If 
that is the case, regulation is of doubt- 
ful value. Presumably, the exempt car- 
riers have not been operating at con- 
sistent losses. Therefore, the low rates 
received by the exempt carriers must not 
have been below cost. Why then can 
regulated for-hire carriers not offer the 
same service at rates as low as those 
offered by exempt carriers? Of course the 
shippers were mistaken in the belief that 
regulation was necessarily accompanied 
by higher rates. But if this assumption of 
the shippers is true, the problem of rate 
regulation needs to be thoroughly recon- 
sidered. For transportation regulation 
should lead to efficient and effective pric- 
ing of the service instead of preventing 
prices from being as low as is consistent 
with cost of providing the service. How 
much of the exempt service has been pro- 
vided by trucks at extremely low rates 
that would otherwise be returning empty 
after a regular haul is not clear. Un- 
doubtedly, this has been a factor in the 
low rates for exempt service. One witness 
before the Senate Subcommittee on 
Surface Transportation stated that a mo- 
tor carrier with trucks returning empty 
to Chicago and St. Louis advertised this 
fact and solicited exempt shipments with 


“ Ibid., p. 2. 


the statement: ‘Set your own rate.’’7 
This practice if allowed to become wide- 
spread with exempt commodities could 
become very serious and very unfair to 
shippers of regulated commodities. Fur- 
thermore, this is one of the conditions 
in motor transportation that led to pas- 
sage of the Motor Carrier Act of 1935. 


Summary and Conclusions 


As the list of exemptions was increas- 
ing with one case after another, concern 
about the limits to which the exemptions 
might be carried was building up. Few 
would argue that Congress intended such 
broad interpretation of the exemption 
provisions at the time of passage of the 
Act in 1935. The Commission from the 
beginning attempted to hold to a more 
limited interpretation than did the 
courts. Consequently, the courts must 
share a portion of the blame for the re- 
sults that followed. The Commission was 
possibly too narrow in some of its deci- 
sions, particularly in the “poisoned ve- 
hicle” doctrine. This possibly encouraged 
more cases than might have followed a 
more liberal decision. 

Soon after 1950 there was a growing 
realization that a thorough reconsidera- 
tion of the entire problem of agricultural 
exemptions was necessary. In 1953 a fed- 
eral judge made the following statement 
in his opinion involving dressed poultry: 


“There are two features that stand out 
predominantly in the voluminous legisla- 
tive history relating to amendments made 
or proposed to Section 203 (b) (6). One 
feature is that every amendment that Con- 
gress had made to it has broadened and 
liberalized its provisions in favor of ex- 
emption and the other feature is that 
although often impressed to do so, Con- 

ss has uniformly and steadfastly re- 
used or rejected amendments which 
could either directly or indirectly have 
denied the benefits of the exemptions 


‘* The Story of the Hearings, Association of American 
Railroads, January 1958, p. 15. 
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therein to truckers who are engaged in 
operations similar to that of the defendant 
herein.’’48 


By 1955 the Interstate and Foreign 
Commerce Committees of both the Sen- 
ate and the House of Representatives 
were showing concern over apparent lack 
of limitation to continued extension of 
the agricultural exemptions. The Senate 
Committee in its Annual Report to Con- 
gress in November 1955 recommended 
that the exemption be limited to trans- 
portation from the point of production 
to the primary market.*® The Commis- 
sion had made the same suggestion in 
1939 and 1940 and Congress failed to act 
on either of the recommendations. The 
request was repeated in its report in 1957. 
In March 1957 a bill was introduced in 
both Houses by Senator Magnuson and 
Representative Harris, Chairmen of the 
Committees of their respective Houses to 
limit the exemption to movement of the 
commodities “from the point of produc- 
tion to a point where such commodities 
first pass out of the actual possession 
and control of the producer.’® This is 
‘substantially the same as the “channel- 
of-commerce”’ principle advanced by the 
Commission in 1951 and nullified later 
by court decision. j 


In March 1958 the Bureau of Motor 
Carriers of the Interstate Commerce Com- 
mission issued an administrative ruling 
which included a list of what it thought 
were exempt and nonexempt items that 
had been determined in previous Com- 
mission and court decisions.®! The Trans- 
portation Act of 1958, approved August 
12, 1958, accepted the list of the Bureau 
of Motor Carriers as a basic Commodity 
List but put several commodities under 
regulation that had formerly been exempt 
#118 F. Supp. 599, 680 (1958). 

Sperling, op. cit., p. 12. 
% Ibid., p. 18. 


51 Interstate Commerce Commission, Bureau of Motor 
Carriers, Ruling No. 107, March 19, 1958. 





by either court decision or Commission 
ruling. The Act of 1958, in effect, freezes 
the agricultural exemptions from eco- 
nomic regulation “to the present list of 
exemptions,” except for a rollback on 
frozen fruits, frozen berries, frozen vege- 
tables, coffee, tea, cocoa, hemp, wool im- 
ports, and certain categories of domestic 
wool.’’5? This does not include dressed 
and frozen poultry which remain exempt. 
Most foreign agricultural products are no 
longer exempt. A distinction between 
frozen berries and fruits on the one hand 
and frozen poultry and fish on the other 
hand is difficult to justify. Why this dif- 
ference was made can be only a matter 
of conjecture at this time. 

What the future holds for the agricul- 
tural exemptions is difficult to foresee. 
Undoubtedly, the matter is not com- 
pletely settled. The Interstate Commerce 
Commission warned motor carriers haul- 
ing agricultural commodities brought 
under regulation by the Transportation 
Act of 1958 to make application not 
later than December 10, 1958 for “‘grand. 
father rights” provided in the Act of 1958 
or lose these rights."* The Senate passed 
a resolution separate and apart from the 
Transportation Act of 1958 directing its 
Committee on Interstate and Foreign 
Commerce to make a thorough study of 
transportation problems and _policies.* 
There is no definite indication that the 
exemptions will be considered. 


One possible course of action would 
be to accept the provisions of the Act 
of 1958 and the March 1958 Commodity 
List of the Bureau of Motor Carriers as 
final in regard to both past and future 
cases. This would be a more practicable 
course if it were known that there would 
be no further technological development 
“sa Report of the House Committee on Interstate and 
Foreign Commerce, Report No. 2705, September 22, 1958. 

88 What's Happening in Transportation, Transportation 


Association of America, October 28, 1958. 
% Railway Age, August 4, 1958, p. 28. 
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in preparations of farm products for 
markets, New developments similar to 
frozen foods will likely require further 
legislation. 

Probably the most important aspect 
of exempting agricultural commodities 
from regulation is the impact on nation- 
al transportation policy. This is likewise 
true of certain other exemptions such as 
the bulk-commodity exemptions of water 
carriers under the Transportation Act 
of 1940. Incidental traffic such as a farmer 
hauling grain to market for a neighbor- 
farmer is of little importance from the 
standpoint of national transportation 
policy. To regulate such traffic would be 
a difficult administrative task with noth- 
ing gained by anyone and is clearly not 
in the public interest. But the agricultur- 
al commodities moving in interstate com- 
merce can never be classified as incidental 
and consequently cannot be ignored in 
broad consideration of transportation 
policy. A major purpose of economic reg- 
ulation of transportation is to assure fair 
and reasonable rates paid by shippers and 
received by the carriers. To exempt agri- 
cultural commodities moving by motor 
carriers from regulation and to require 


the same commodities moving by rail 
and by water to be regulated implies that 
regulation would not lead to reasonable 
rates for this type of traffic. Up to the 
present time no logical explanation has 
been found to justify this type of dis- 
tinction between the modes of transporta- 
tion. The practice that is now followed 
demonstrates a lack of confidence in reg- 
ulation. No logical reason has been ad- 
vanced why the Interstate Commerce 
Commission could not take into account 
any peculiarities of this special type of 
traffic which might influence the fairness 
or reasonableness of rates. Such exemp- 
tions as appear in the Motor Carrier Act 
of 1935 and the later extensions and 
modifications undermine the entire regu- 
latory framework. If there are to be ex- 
emptions they should be logical and 
clearcut and have a reasonable purpose. 
The agricultural commodity exemptions 
do not meet the test of logic or reason- 
ableness, If, however, they are to be con- 
tinued as they apparently will for some 
time in the future, they should be clearly 
and rigidly defined so as to avoid further 
expansion as new products and new traf- 
fic are developed. 








Resource Policies and the Changing Westi 
By STEPHEN C. SMITH* 


ype ene policies have been sig- 
nificant in changing the West. And 
further changes in the western economy 
will be important in the development of 
new natural resource policies. The first 
section of this paper will examine this 
complex of relationships between public 
policy and economic change as a major 
characteristic of land or natural resource 
economics. Part II will deal with the ap- 
plication of this approach to selected 
western land problems, while part III 
will consider certain problems of western 
water resources. 
I 

The importance of public policy in the 
development of the West has been recog- 
nized from the days of first settlement to 
the present time.’ The federal govern- 
ment, whether in its capacity of a sover- 
eign proprietor or of a trustee,? has 
played an important role as a develop- 
ment agency and in setting forth the 
working rules for private action. Al- 
though intensive settlement has been oc- 
curring in the West for over a century, 
54 percent of the total land area in the 
11 western states® is still owned by the 

+ Another version of this paper was presented to the 
Western Farm Economics Association, Logan, Utah, July 
15-17, 1959. Appreciation is acknowledged to M. F. 
Brewer and Christoph Beringer for helpful comments. 

Department of Agricultural Economics, University of 
California, Berkeley, California. 

1 The historical fact that many argued for a weak fed- 
eral policy does not mean that they did not recognize 
that it was important. 

2 The Ivanhoe Irrigation District and the State of Cali- 
fornia, Appellants v. Courtney McCracken, et al. 122; 
The Madera Irrigation District and the State of Califor- 
nia, Appellants v. Carl F. Steiner, et al. 123; The Madera 
Irrigation District, Appellant v. Phillip and Jane E. 
Celonico, 124; and the Santa Barbara County Water 
Agency, Appellant v. Maurice A. Balaam, et al. 125. Su- 
preme Court of the United States, October term 1957; 
date of decision, June 23, 1958. 

8 Marion Clawson and Burnell Held, The Federal 
Lands: Their Use and Management (Baltimore, Mary- 


land: The Johns Hopkins Press, 1957), p. 403. (Published 
for Resources for the Future, Inc.) 


federal government. Because of the phy- 
sical character of much of this resource, 
the percentage probably will not change 
drastically in the foreseeable future. But 
the direct influence of federal natural 
resource policies does not stop with the 
lands which it owns. For example, fed- 
eral policies with respect to water and 
power development directly permeate the 
western economy. 


The national government is just one 
source of public policy in the West’s nat- 
ural resource policy complex. State and 
local governments are also important, 
whether they be in fields such as water 
law, water development, recreation, fish 
and wildlife management, forest fire pro- 
tection, water quality control, the dis- 
posal of state-owned land, or rules for 
urban land development. 


Because of the number and importance 
of issues of the foregoing types, it is not 
surprising that natural resource econo- 
mists are so concerned with questions 
of public policy. The decision-making 
framework is not just the business or the 
farm firm but a democratically-organized 
society. Responsibility runs to a particu- 
lar clientele or “consumers” on the one 
hand and to the taxpayer-citizen on the 
other hand. This relationship may have 
some similarities to the private corpora- 
tion, but the differences seem to out- 
weigh the likenesses, as the businessman 
in government frequently will attest. Be- 
cause of this role of government, the 
natural resource economist is concerned 
with public policy analysis in his techni- 
cal profession. His technical counsel 
must relate the economic, legal, adminis- 
trative, and political elements, for it is 
through these institutions that the parties 
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at interest exercise their desires rather 
than in the market place. 


Systematic economic approaches to 
public policy long have been a focus of 
interest and within the past decade this 
subject has been attacked from several 
points of view. Space does not permit a 
review of all of these positions.* But it 
should be mentioned that considerable 
divergence of opinion exists. For our 
purposes, what has been termed the in- 
crementalist position in policy behavior 
and analysis will be followed. These 
ideas have a long lineage. They are not 
novel as a matter of practice nor have 
they gone completely unnoticed by stu- 
dents of policy. 

From the analytical point of view, the 
whole of major policy issues are too com- 
plex to fully comprehend all variables 
and to change in total. Consequently, 
policy changes are made in increments. 
Although the whole policy situation is 
not encompassed, the relevant policy-set 
ting is identified so that judgments can 
be made with respect to incremental 
changes. 


The relationship between natural re- 
source policy and economic change is of 
particular interest, especially the charac- 
teristics of stability and flexibility. Of 
necessity many natural resource develop- 


Kenneth E. Boulding, Principles of Economic Policy 
(Englewood Cliffs, New Jersey: Prentice Hall, 1958); 
S. V. Ciriacy-Wantrup, Resource Conservation, Econom- 
ics, and Policies (Berkeley: University of California Press, 
1952); John R. Commons, The Economics of Collective 
Action (New York: The Macmillan Company, 1950); 
Karl A. Fox, Econometric Analysis for Public Policy 
(Ames, Iowa: State College Press, 1958); Charles E. Lind- 
blom, “Policy Analysis,”” The American Economic Review, 
June 1958, pp. 298-312; Lindblom, “Science of ‘Muddling 
Through,’ ” Public Administration Review, Spring 1959, 

pp. 79-88; Gunnar Myrdal, The Political Element in the 
Develop t of Ec Theory (London: Routledge 
and Kegan Paul, Ltd., 1953), and J. Tinbergen, Economic 
Policy: Principles and Design (Amsterdam: North Hol- 
land Publishing Company, 1956). 

5 For example, Ciriacy-Wantrup, “Philosophy and Ob- 
jectives of Watershed Development,” Land Economics, 
August 1959, pp. 211-221; John M. Gaus, Reflections in 
Public Administration (University: University of Alabama 
Press, 1947); Lindblom, op. cit. 





ment policies are effective over long 
spans of time; and once action has been 
taken the decisions are irreversible in a 
large measure, although not completely 
immutable. Thus, the consequences of 
resource policies likewise are effected 
over long periods. ‘These elements of sta- 
bility are evident in the physical expres- 
sion of these policies as well as in the 
social organization which gives them 
birth. For example, concrete or earth-fill 
dams have a life which generally extends 
for many generations of water users and 
a site once used may forestall alternative 
developments at some later date. In an- 
other area the harvesting of timber or a 
period of heavy grazing may mean sev- 
eral years must elapse until a new harvest 
can be taken. Or a recreational site once 
destroyed may be lost for the enjoyment 
of future generations. 

Stability of policy is evident also in the 
minds and actions of men. For example, 
the antecedents of federal reclamation 
policy date well back into the nineteenth 
century yet it was adopted formally in 
1902 and reaffirmed as recently as the 
Ivanhoe decision by the United States 
Supreme Court.® Or interstate compacts 
for the allocation of water are instru- 
ments which change slowly and may re- 
sult in extended and costly litigation. 
Although these observations may be ac- 
cepted, their meaning frequently is for- 
gotten as evidenced by the surprise shown 
by observers of the western scene at the 
heat which is generated in the process 
of making western resource policies. The 
process of policy formulation is taken 
seriously because the developmental-al- 
locative decisions will be influential upon 
future generations, For example, Califor- 
nia voters are beginning to seriously de- 
bate the pros and cons of a bond issue 
for $1,750,000,000. These funds would be 
used to construct a water storage and 


® The Ivanhoe Irrigation District, op. cit. 
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transportation project extending from 
the timbered Feather River Canyon 
north of Sacramento to the metropolitan 
centers of Los Angeles and San Diego on 
the arid southern coastal plain. These 
are long-term commitments. 

Change is also a characteristic of our 
environment. Changes in the West’s econ- 
omy breed adaptation of the old and the 
creation of new natural resource policies. 
They are not immutable. For example, 
increasing population, income, mobility, 
and leisure are factors affecting the de- 
mand for recreational use of western land 
and water resources. Also, World War II 
and the postwar decade generated a west- 
ward movement dwarfing all previous 
experience. These changes have had a 
policy impact. 

New technology, likewise, generates 
policy changes. A system of ground water 
law which was based upon the use of 
shallow well pumps takes on new mean- 
ing when submersible turbines can oper- 
ate in wells of over 1,000 feet in depth. 
The adoption of such technological inno- 
- vations in parts of the West has enhanced 
the possibilities for critical ground water 
management and has made it a necessity 
in some localities if continued use of the 
reservoirs is to be expected. Also, the 
automobile and modern earth-moving 
equipment have played parental roles in 
the conception of the freeway which calls 
for natural resource policies unknown to 
earlier generations. The vastness of the 
wilderness country has been placed in 
such close proximity that the “queueing 
problem” has been transplanted from 
the industrial metropolis to the wilder- 
ness trail. 

Periodically, new policies must be con- 
sidered and the institutional procedures 
through which these policies are made 
must be revised. In fact, a major focus 
of natural resource policy is upon the 
question of which institutional proce- 


dure will yield specified results. For this 
reason, questions of organization and the 
planning process have been of major im- 
portance to the West and a source of 
considerable conflict. 


Because of these characteristics, analy- 
sis for policy purposes must keep the 
elements of stability and flexibility as 
central themes. Practically, this is accom- 
plished through making incremental 
policy changes. Stability can be main- 
tained since all aspects of policy are not 
changed at any one time and flexibility 
is made functional since it is introduced 
by making changes at strategic points. 

With this background in mind, sev- 
eral natural resource policy issues will be 
discussed and a few suggestions for fu- 
ture research will be made. This is a 
selective group of issues which seem now 
to have future import and not an all- 
inclusive listing. No effort will be made 
to rank these policies in an order of im- 
portance, rather the list was selected to 
illustrate some of the breadth and type 
of issue which concerns natural resource 
or land economists. The research em- 
phasis is to look at the research problems 
in their total environment, yet it is not 
directed toward constructing an over-all 
system of grand design with implicit val- 
ue assumption by taking the neuter value 
position. Rather, the intent is to handle 
values explicitly as the researcher sees 
them.7 


II 


First, let us consider one of the cur- 
rently more popular subjects — recrea- 
tion. Recreation has been given some 
attention by economists during the past 
decade and a half, in part as an out- 
growth of benefit-cost analysis. Quite 
naturally, economic analyses for pur- 
~? Myrdal’s several works, for example, “Appendix, 
Methodological Note on the Concepts and the Value 


Premises,” An International Economy (New York: Harper 
and Brothers, 1956), pp. 336-340. 
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poses of water project evaluation have 
had to account for these considerations; 
but extramarket values ® of this type have 
not received the concentrated attention 
that they will demand in the future, It 
can be anticipated that public policy de- 
bates on this issue will become more 
numerous and the economist will be 
called upon to help avert the deteriora- 
tion of these debates into struggles over 
irrelevant issues and gross exaggeration. ® 

A major policy issue which is in the 
process of being decided—and it will 
continue into the future —is what kind 
and what amount of public recreational 
services do we want. One observation of 
the present scene is that the outdoor 
recreation field is going through a period 
of rapid product differentiation due to 
the large and varied demand for these 
services. Accessibility has been increased 
so that the type of potential service avail- 
able has expanded greatly. In one sense 
it might seem reasonable to assume that 
the accessibility of outdoor recreational 
opportunities was greater in prior gener- 
ations than today. True, more space with 
a low density of use could be found with- 
in the United States. And with a higher 
proportion of yesterday’s population liv- 
ing in an agricultural community, a small 
town, or with ready access to a nonurban 
environment, the outdoor space may 
have been more available with relatively 
greater ease to a larger proportion of the 
population. Yet, it can be questioned as 
to whether this space was really accessible 
for recreation although it undoubtedly 
was enjoyed by those fortunate enough 
to live within its proximity. 

The situation of today is in sharp con- 
trast when an Indiana factory worker 
will camp in the West on his two-week 


8 Ciriacy-Wantrup, Resources Conservation, Economics 
and Policies (Berkeley: University of California Press, 
1952), pp. 238-246. 

® Two current illustrations are over the establishment 
of wilderness areas and the Dunes National Park. 
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vacation or the Los Angeles suburbanite 
will wait three days on the side of a road 
to obtain space in an organized camp 
site. Many mountain meadows are truly 
accessible through the penetration of 
roads and trails, with income available 
to finance the outing and with time avail- 
able for such activities. Many of these 
unique areas have just become accessible. 

The space for many types of outdoor 
recreation is filling up. Accompanying 
this increase in the rate of use, the recre- 
ational service which is being produced 
is also changing. Increased use combined 
with a development in technology fre- 
quently has changed the service rendered; 
for example, a good fishing lake will be 
transformed into a water skier’s haven. 
Because changes of this type are rapidly 
taking place, the opportunities for the 
use of many sites will be irreversibly 
foregone without establishing some type 
of property right to this space in the 
name of specified recreational uses. 

In coping with these changes, a main 
concern is the direction of change and 
building flexibility into the decision- 
making process to make adjustment pos- 
sible rather than placing undue emphasis 
upon projecting future use as some pub- 
lic agencies have emphasized recently. It 
would seem to be most relevant to know 
how the services of recreational sites 
change with alternate types of use. What 
are appropriate techniques for handling 
people in order to ration the services? 
What are the supply characteristics of 
various types of sites? 

For recreation the West is changing 
and our resource policy needs to change. 
As indicated by the questions raised, 
broad-gauge research programs are need 
ed in this field as well as study commis- 
sions and administrative reviews. 

Related to recreational policy is the 
current debate with respect to the multi- 
ple use of public land resources, In fact, 
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this debate unfortunately has placed 
multiple use and recreation as either 
synonymous or diametrically opposed. 
Of course, the multipurpose issue in- 
volves more than just recreation; but the 
latter has received more headlines. 

The value of multipurpose develop- 
ment and use is not self-evident. I am not 
arguing against it but assert that it is a 
value to be determined in specific situa- 
tions. But what kind of a value is it? 
Multiple use in one context means some- 
thing quite different than multiple use 
in another context. Does multiple use 
necessarily mean that every individual 
acre of land must be used for several 
equally important uses? Or does it mean 
that some uses are in priority in specified 


situations? More appropriately, the poli-. 


cy issue for the future will be to deter- 
mine degrees of competitiveness or of 
complementarity which will be useful in 
making specific decisions. Here again the 
overriding policy is not that we should 
have multiple use per se; but that, in the 
process of making incremental policy de- 
cisions, the degree and direction of the 
relationships among uses can be judged. 
_ Emphasis up to this point has been 
upon policies for land which is tradition- 
ally thought of as western public land 
but other policy areas are also important 
to the changing West. One of the big 
contributors to change in the West has 
been and will be the public highway 
policy. However, the contribution of any 
particular road in relationship to other 
roads is not self-evident. A major ques- 
tion demanding decision is the over-all 
level of highway service which should be 
sought; but the practical question is 
more specific — what kind of a road 
should be constructed, when, and be- 
tween which points. With the interstate 
highway system, there was not much 
question as to which major points should 
be connected in a total and timeless 


sense. Our largest metropolitan areas and 
strategic defense points have rather fixed 
and stable locations although their rela- 
tive size and importance does change. 
But the policy of selecting the route be- 
tween major points and of timing the 
construction of alternate sections has 
been and still is of major importance, to 
say nothing of the important economic 
questions of highway design. In fact, 
the question of timing of construction is 
not too different from that of deciding 
which points to select for connection to- 
day and which ones shall remain for 
future consideration. 

This suggests that the analytical ques- 
tion then is not one of “minimizing so- 
called user costs” between fixed points 
but the question is to determine which 
points to select. Thus, the problem of 
route selection is tied to the problem of 
which points should the routes connect. 
It is for this reason that we would like 
to know the contribution of different 
roads. At the federal level we need to be 
able to compare a freeway between say 
San Francisco-Los Angeles and Chicago- 
Detroit. The currently used sufficiency 
rating procedure is hardly adequate for 
this task.1° The same type of compari- 
son is also relevant at other decision- 
making levels. Of course, it cannot go 
unrecognized that the road programs of 
different levels of government will inter- 
act. The specific nature of this interac- 
tion will depend upon the type of road 
service being constructed. 

Many of the changes this program ef- 
fects are readily evident to the local 
resident as well as to the passing motor- 
ist. For example, an effect of new road 
construction can be seen in the expan- 
sion path followed by urban communi- 

10C. H. Oglesby and E. L. Grant, “Economics Analysis 
— The Fundamental Approach to Decisions in Highway 
Planning and Design,” Highway Research Board Pro- 


ceedings (Washington, D. C.: National Academy of 
Sciences, National Research Council, 1958), pp. 45-56. 
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ties as they press upon agricultural land 
and the rapidity with which people can 
move to areas which were lightly popu- 
lated a decade ago. Thus, by developing 
our highways we are developing new 
services which can be rendered by pub- 
licly owned land and contributing to the 
expansion in alternative land uses. These 
effects need to be considered in evaluat- 
ing future highway proposals. 

As an outgrowth of the highway pro- 
gram, as well as of recreation and other 
programs, land is being transferred from 
private to public use. This type of trans- 
fer has not received the attention in the 
West which it has in other sections of 
the country.1! Yet, it is a policy ques- 
tion of increasing concern. Conflicts 
over these issues have led to proposals 
in California that the condemnation as- 
pects of this process be transferred from 
court procedures in the first instance to 
an independent commission. This com- 
mission would specialize in condemna- 
tion proceedings instituted by all public 
agencies. Suggestions such as these also 
are being voiced in other states. 

Research in this broad area could help- 
fully be initiated prior to the enactment 
of new legislation. Of particular interest 
will be the procedure used for appraisal 
and for handling incremental economic 
pluses or minuses. The basis for such 
additions or subtractions is ‘an area in 
which additional information is needed. 
For example, it is clear there will be 
some added water management costs due 
to new road construction, especially of 
the limited access variety. Also, can the 
future effect of a freeway through an in- 
tensively irrigated rural area be assumed 
comparable to a freeway cutting through 
an irrigated location but in an urban en- 
vironment? The very asking of such a 

11Kris Kristjanson, TVA Land Acquisition Experience 
Applied to Dams in the Missouri Basin, Agricultural Ex- 


periment Station Bulletin No. 432, Brookings, South Da- 
kota, August 1953. 


question suggests the answer and it also 
suggests another area of research. These 
questions are currently being answered 
in one way or another due to the fact 
that the West is changing. Highways are 
being built. 

Ill 


The effect of water policy upon the 
changing West, past and future, has been 
of a nature and magnitude difficult to eval- 
uate in precise terms yet clearly evident. 
I shall not devote much time to the ques- 
tion of economic evaluation of projects 
since this subject has been a central 
concern of economists interested in wa- 
ter resource development for the past 
decade. #? Recent efforts in this direction 
have been toward refinement and restate- 
ment until the question can well be asked 
whether the refinements and elaborations 
are all relevant to the precision of the de- 
cisions which must be made. Benefit-cost 
type of analysis can be a helpful aid in 
the decision-making process if we realize 
that it provides a framework for organ- 
izing a limited, specified set of variables 
to help us think about the economic 
evaluation problem for purposes of proj- 
ect planning. Through this device cer- 
tain ideas can be tested which are used 
in making the final policy decisions and 
minimum standards can be set. How- 
ever, it would be asking too much for 
such techniques to place a priority rank- 
ing in a policy sense to encompass all 
of the economic values let alone handling 
the noneconomic considerations. 


Again, it must be remembered that 
these decisions are public in character. 
The realities of the situation are that a 
project must meet the requirements of 
political acceptability to be approved. 
Because of this the budgetary restraints 


12 For example, the proceedings of the Committee on 
the Economics of Water Resource Development, Reports 
0 through 7, Washington State College, Pullman, Wash- 
ington. 
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frequently suggested for analytical pur- 
poses take on new meaning in practice 
since its size is determined politically 
and upon the showing which any par- 
ticular project can make. 

There is one set of problems with us, 
however, long after the project is com- 
pleted—the policies of pricing, }* repay- 
ment, and conditions of water delivery. 
These questions can be considered in a 
different context as commitments to go 
ahead with the project have been made. 
Here again the questions of stability and 
flexibility in decision making play a role. 
Each of these problem areas has certain 
requirements of stability. An irrigation 
farmer desires a long-term assurance of 
supply of a specified quality. The bond- 
holders or a federal act generally stipu- 
late the length of time and amount of 
the repayment requirements. Yet, provi- 
sions for changing conditions over this 
period need to be worked into the pro- 
cedures. For example, as more water is 
used it may become increasingly difficult 
to meet the original quality standards. 
And the price policy may need to change 
as the objectives of water management 
change. Cropping pattern, ground water 
conditions, bond commitments, and tax 
revenues are among the other variables 
which come into play in reaching this 
judgment. 

Another water policy issue concerns 
the rights to use water. This issue has 
played an important role in western 
growth, and it will continue to have a 
very significant effect in the future as 
the character of the western economy 
changes. First, water development today 
—and to a greater extent tomorrow—is 
largely beyond the capabilities of most 
individual water users with the excep- 
tion of ground water development. Be- 
“33M. F. Brewer, “Water Pricing and Allocating with 


Particular Reference to California Irrigation Districts,” 
(Ph.D. thesis, University of California, June 1959). 


cause of the financial magnitude of the 
project, the technical and management 
skills required, and the length of time 
involved, public bodies have been the 
most common type of organizations for 
large-scale water development. It seems 
reasonable to anticipate that their im- 
portance will grow as the remaining, 
more expensive projects move from the 
drawing boards to concrete. Thus, fu- 
ture water rights will tend to be held 
not by a large number of individuals but 
by a relatively small number of organi- 
zations which will then provide water 
service to the water users. 


Irrigation and other public districts 
have a long and noteworthy record in 
this field. Not only have they been used 
to place water management in the hands 
of the water user but they have combined 
the use of the ad valorem assessment on 
land exclusive of improvements with 
the water toll so that land development 
has been encouraged, yet with the in- 
cidence of cost generally falling on the 
benefited water users. Emphasis for the 
future will center upon the relationship 
between the large water development 
agency and the local distributing group 
and in turn upon its relationships to 
the individual water user. In some states 
such as California, the development of 
new water will in large part supplement 
the existing sources whether these be 
surface or ground water. In terms of 
numbers of rights, the older ones will 
be significant; however, in terms of vol- 
ume of water they are less important. 
Consequently, an understanding of water 
law as it relates to economic change will 
be important if pressure for new uses 
grows upon existing older rights. But 
our legal system of appropriative rights 
should not be thought of as complete- 
ly inflexible in such a situation. It is 
through this law that property rights are 
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defined so that they are given economic 
meaning. 

When urbanization replaces agricul- 
ture, the substitution of water delivered 
is approximately one for one on a per- 
acre basis with the use on some crops 
being higher. If an irrigation district is 
urbanized, it may take on the functions 
of a utility or some other district form. 
However, if manufacturing or mining 
interests want a water right in their own 
name, the business may purchase water 
rights from the farmers. In California, 
but not in some other western states, this 
right may be purchased without disturb- 
ing the ownership of the land. A few 
such transactions have been located in 
some preliminary research into this field. 
To point out both the importance of 
water and the transfer process, one farm- 
er sold his farm to another farmer but 
retained the water right as security for 
payment.1* Of course, shares of mutual 
irrigation companies commonly have 
changed hands in a market fashion thus 
transferring the rights to water; or small 
water organizations have been purchased 
by larger water organizations. 

These future transfers probably will 
not take place between individuals want- 
ing water. Developments in this field 
would suggest that the water rights mar- 
ket would be of a different character 
than the land market. But this is not the 
same thing as saying transfers will not 
be made. In practice there is frequently 
more flexibility built into a legal system 
than the straight-forward written record 
will show. Our western water rights will 
be important as the West changes, and 
better understanding now of the work- 
ing of the transfer process will aid in 
making incremental policy adjustments 
as they are called for. Hypothesizing 
about this process without the benefit of 


% Files, State Water Rights Board, Sacramento, Cali- 


fornia. 


empirical study will tend toward con- 
fusion. 

As intimated above, the importance of 
large-scale water development will be 
even more important as the West changes 
in the future than it is today. Thus, the 
problem of organizing this public activ- 
ity takes on a new dimension. One 
element of this dimension is the inter- 
regional transport characteristics. Today, 
California is considering the Feather 
River project and at the same time liti- 
gating with Arizona over diversions from 
the Colorado River. But is the interre- 
gional allocation on this river stable? 
The next quarter century will undoubt- 
edly see problems arise between the up- 
per and the lower basin as well as a 
sharpening of the federal-state water 
rights conflict as expressed in a series of 
recent cases. The interregional charac- 
teristic of future development poses or- 
ganizational problems differently than 
the traditional upland-lowland conflict. 
The new situation places a large organi- 
zation in a working relationship with 
many smaller organizations. Therefore, 
the water service contract and its nego- 
tiations will be all important in the fu- 
ture. Again, the pair — flexibility and 
stability—are an issue. Stability in quan- 
tity and quality may be desired but price 
adjustments and negotiability of con- 
tracts will also be issues of importance. 

Western growth will bring many lo 
calities to face seriously questions of 
ground water management and integrat- 
ing the management of ground and sur- 
face water.’ Again, the public district 
can be an effective organization. It can 


15 Stephen C. Smith, “Problems in the Use of the Pub- 
lic District for Ground Water Management,” Land Eco- 
nomics, August 1956, pp. 256-269; and Smith, “The Role 
of the Public District in the Integrated Management of 
Ground and Surface Water,” Water Resources and 
Economic Development of the West: Ground Water Eco- 
nomics and the Law (Berkeley, California: December 20 
and 21, 1956), pp. 81-91. (Report No. 5, Conference 
Proceedings of the Committee on the Economics of 
Water Resource Development. ) 
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relate the ground water basin interests 
to those of other local organizations as 
well as the interregional transporting 
agency. The examination of the experi- 
ence with these agencies can be valuable 
in meeting future situations. Building 
policy flexibility into organizational 
structure may be one way to meet change. 
In saying this, I am mindful that at times 
the only way to achieve policy change is 
to create a new organization. 
IV 
A primary characteristic of natural 


resource economics is its focus upon is- 
sues of public policy and its economic 
analysis. Consequently, law, governmen- 
tal organizations, and administration are 
central institutions of decision-making 
and action rather than the institution of 
the market. Resource policy will change 
as the western economy changes, and 
this policy will help in effecting eco- 
nomic changes. These changes will be 
largely incremental in nature, thus es- 
tablishing limits within which to judge 
economic analysis for relevance to policy. 
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Inland Transportation Entry and Rate Controls in 
the Arab Middle East 


By RICHARD N. FARMER* 


Introduction 


Historically, the pattern of Middle 
East rate and entry control in transport 
was inherited from Europe: in Lebanon 
and Syria, French influence predominat- 
ed; while in Jordan, Egypt, and Iraq, 
English influence was most evident. But 
most of the area has been at least nomi- 
nally independent since the end of the 
Second World War and many local in- 
fluences have crept into transport law 
and administration. A survey of the vari- 
ous policies that have been created are 
of interest not only to developing 
countries facing transport regulatory 
problems for the first time but also to 
advanced economies. The Arab coun- 
tries considered here are underdeveloped 
economies with relatively dynamic pat- 
terns of growth. Transport regulation 
must be considered in an environment 
subject to rapid political, social, and 
economic change. The purpose of this 
paper is both to describe the systems of 
control and to evaluate the economic re- 
sult of the controls used. 


Entry Controls 


Entry controls in the Middle East are 
typically divided in terms of the type of 
firm organization. Proprietorships and 
partnerships of any sort are generally 
admitted to almost any business activity 
with little more formality than a regis- 
tration letter and possibly the payment 
of a small registration fee. Occasionally 
exceptions are made, as in the case of 
pharmacies, bakeries, and other firms 
thought to be connected with the public 
interest. Here entry restrictions and price 


* General Manager, General Contracting Company, Al 


Khobar, Saudi Arabia. 


controls may be quite elaborate and 
complex. 

Corporations are regarded with much 
more suspicion and usually such firms 
are subject to general entry controls. The 
process in Lebanon is typical. A corpora- 
tion must obtain permission to operate 
at the cabinet level before its charter is 
granted and any corporation is faced 
with the political problem of obtaining 
entry permission by approval of a di- 
verse group of political interests. It is 
not surprising that the typical form of 
private transport organization is the sin- 
gle proprietorship. 

Many of the transport facilities in the 
Middle East are publicly owned, while 
others are closely regulated monopolistic 
concessions. Table I indicates the present 
status of ownership of transport facilities 
in the area. Egypt and Syria are listed 
separately as the transport laws of the 
United Arab Republic have not yet been 
integrated and each section of the new 
country follows its own historic pattern. 
Except in Lebanon, virtually all rail- 
ways and port companies are publicly 
owned.! Pipelines are almost exclusive- 
ly in the hands of foreign concessionary 
companies while airlines offer a mixed 
ownership picture. In all of these tech- 
nologies, entry restrictions are close to 


1For some years the Lebanese Government has consid- 
ered the purchase of both the railway, which is operated 
by the French Concessionary Company, Damas-Hama et 
Prolongements and the Port Company which also is a 
French Concession. During the spring of 1958, negotia- 
tions with the companies had reached the advanced stage 
and the railway purchase needed only cabinet approval 
to become a fact. The political crisis during the sum- 
mer of 1958 effectively killed the plan for the moment 
and to date nothing more has been heard of the pro- 
. See, “Beirut Port Hits March Record, but Grave 
Situation Through Work Delay,” The Middle East Busi- 
ness Digest, April 22, 1958, p. 54. 
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absolute. No foreign or domestic private 
firm has much hope of obtaining oper- 
ating privileges in any part of the Arab 
Middle East. Only large and politically 
favored companies could hope to enter 
these transport fields after elaborate and 
protracted negotiations with the govern- 
ments concerned. ? 

2The only postwar private firms who have entered 
these fields in the Middle East have been four Lebanese 
airlines, two Jordanian airlines, and the Trans-Arabian 
Pipeline Company. The International Petroleum Com- 
pany also succeeded in expanding its prewar operation 
by constructing new lines from Iraq to Syria and Lebanon. 


At present it is unlikely that any private firm could en- 
ter any of these fields. 


The major private transport sectors 
are the inland waterways systems (in 
Egypt and Iraq) and highway transpor- 
tation in all countries. Most firms in 
these sectors are organized as single pro- 
prietorships and few are large by Western 
standards. While no precise data are 
available, few firms own more than 75 
or 100 vehicles, and most are one to five 
vehicle operators. 


The present entry situation in the 
transportation industry is shown in Table 
I by counties. 


TABLE I—Ownersuip oF TRANSPORT Facitities: Five Mippie East Countries* 








Motor Rail Inland Pipe- Port 
Country Vehicles | Railways | Waters lines Air Companies 

IE i. cnkadasieneses P P F P F 

Eh <ksecaaeswireneeed P G F M M 
en ere P G ss F P G 
rn cx eaeeidbiveceenids P G P F G G 
Saudi Arabia............... P G F G G 
cnt ibcinatunic eee P G,P P G M G 























* Code: P (privately-owned); G (government-owned); F (privately-owned, foreign country); M (public and private 
holdings combined with the government holding a controlling interest). 

1 Lebanon’s second largest port, Tripoli, is owned by the government. 

2 Some light railways in Egypt are privately owned. All main lines are government-owned. 


Syria and Lebanon, The restriction- 
ary technique on motor transport in 
Lebanon and Syria dates back to the 
French Mandate of the interwar period. 
By 1930 trucks were making serious in- 
roads into the business of the French 
concessionary railroads* and controls 
were introduced in an effort to protect 
railway earnings. The Syrian-Lebanese 
Government had also negotiated an 
agreement with the railway in 1925 guar- 
anteeing profits in return for a prorated 

*At this time Lebanon and Syria formed a political 
unit under French mandate. The railroads system was 
operated in both countries by the Damas-Hama et Pro- 
longements Railway. In 1954 the then independent Syrian 


Government purchased its section of the railway from 
the company. 


share. Losses were to be made up en- 
tirely by the government.* As _ losses 
mounted, so did the government’s obli- 
gations. 


Entry control was accomplished by 
restricting the number of vehicles which 
could be used commercially. The num- 
ber of firms or routes on which the vehi- 
cles operated was not regulated. During 
the 1930’s the number of vehicles was 
steadily reduced by requiring operators 
to trade two or three old licenses for 


¢ Edward F. Nickoley, “Transportation and Communi- 
cation,” Economic Organization of Syria, Said B. Himadeh, 
ed. (Beirut, Lebanon: American University, 1936), p. 178. 
This agreement is still in effect in Lebanon and costs 
the present government about $350,000 per year. 





|}o. 


Ss 8 


ors 
(in 
or- 
ro- 


orn 
are 


ive 


the 
ble 


nies 


vate 


n- 
ses 
yli- 


Jas 
TS 
‘or 
ini- 


78, 
Dsts 





TRANSPORTATION CONTROLS IN MIDDLE EAST 37 


one new one.® In the postwar period 
both governments have permitted some 
expansion of the total number of vehi- 
cles as increasing traffic brought demands 
from shippers for more capacity. Com- 
mercial-type trucks and buses operated 
as private carriers are also regulated and 
permission must be obtained in advance 
to license such vehicles. These licenses 
are granted only to specific groups, such 
as schools, airlines, firms which need 
light trucks for local delivery, farmers, 
and the like. Private carrier restriction 
is much more severe in Lebanon than 
in Syria where a rapidly expanding econ- 
omy has helped reduce the strength of 
the opposition to entry by existing com- 
mon carriers. 

Commercial licenses are divided into 
four groups: taxis, buses, dry cargo 
trucks, and tank trucks for refined pe- 
troleum products. Licenses are not trans- 
ferable between categories. Commercial 
licenses are transferable between indi- 
viduals and firms; and markets exist for 
all categories. The present price for a 
dry-cargo truck license in Lebanon is 
about $9,000 per vehicle, which indi- 
cates the degree of monopoly earning 
power given favored recipients. Since 
any citizen can buy a license if he has the 
funds, there is no restriction on new 
transport managements and firms can en- 
ter or leave the transport business al- 
though total shipping capacity remains 
constant. One result of this mobility is 
that no one knows how many transport 
firms actually operate in the two coun- 
tries, including the Ministry of Trans- 
port in Syria and the Transportation and 
Communications Ministry in Lebanon, 
who are responsible for regulating the 
industry. 

There are virtually no route restric- 
tions in force in either country. The only 


5 International Bank for Reconstruction and Develop- 
ment, Economic Development of Syria (Baltimore, Mary- 
land: John Hopkins Press, 1955), p. 443. , 


exceptions are certain bus and taxi runs 
along streets served by trams in Damas- 
cus, Beirut, and Aleppo.® But the firms 
themselves have often reached various 
gentlemen’s agreements which are diffi- 
cult to document although very much 
in evidence. For instance, two family- 
firms control the bus services from Beirut 
to Tripoli and outsiders are discouraged 
by pressure from existing firms. 


The economic results of this absolute 
capacity restriction in a period of grow- 
ing transport demand has been an in- 
crease in profits of commercial vehicle 
owners, as shown by the steadily rising 
market prices of available licenses. Occa- 
sionally in the past ten years both the 
Syrian and Lebanese governments have 
raised the number of available licenses 
in various categories by government de- 
cree. When this occurs, the free market 
license price abruptly drops,? indicating 
the close correlation between expected 
profits and available capacity. 


Restrictionary tactics have also led to 
transport shortages, especially in Syria 
where growing agricultural production 
in regions remote from railways has put 
heavy seasonal pressure on trucking ca- 
pacity. Rather than increase the number 
of common carrier licenses sharply, a 
step which would be violently opposed 
by present license holders, the govern- 
ment has added capacity by loosening 
the requirements for private trucking 
licenses.® As a result the number of the 
private-carriers trucks in Syria has in- 


6 The only entry restriction »f any sort in Iraq is under 
similar conditions in Baghdad where taxis and private 
buses are not permitted on the main street. The gov- 
ernment-owned Baghdad Bus Company has this lucrative 
route to itself. 

7205 More Licenses,” The Arab World, October 19, 
1954, p. 5. This increase in oil tank truck licenses caused 
the market price of licenses to fall from about $2,500 to 
$2,000 as soon as it was announced. 

® There is no distinction in the Middle East between 
contract and common carriage and both are treated equal- 
ly in law. Hence there are only two categories of opera- 
tions—private and for hire. 
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creased rapidly in recent years. Since 
these vehicles are owned in large part 
by farmers who need them only during 
agricultural seasonal peaks, the pressure 
to cheat and use them as common or 
contract carriers is high. But the overall 
result is a wasteful expansion of capacity 
which is used intensively only during a 
few months of the year. 


In Lebanon private trucking and bus 
licenses are much harder to obtain and 
this problem is not serious. But much 
of the passenger traffic in the country 
is handled by services, which are passen- 
ger autos operated over more or less 
fixed routes both in intra- and inter- 
urban service. Since the supply of private 
autos is relatively uncontrolled and since 
the price of a taxi license is beyond the 
capital resources of most drivers, the 
temptation for cheating in a society 
which has high levels of concealed and 
overt unemployment is great. An esti- 
mated 2,000 illegal services were oper- 
ating in Lebanon in 1955, as compared 
to 3,200 legal vehicles. ® 


The overall result of these motor vehi- 
cle entry restrictions is that shippers and 
passengers in the two countries pay more 
for their transportation than they would 
if entry controls were abolished. Not 
only are transport prices by motor vehi- 
cles held higher, but also rail rates can 
be maintained at higher levels. When 
unaccompanied by any controls on profits 
the restrictionary policy permits the sy- 
phoning of extra income into the hands 
of the favored few who happen to own 
existing licenses. 1° Any effort to increase 
the number of licenses in either country 
is met by strikes, violence, and dire pre- 


® “Bill to Lift Restrictions on Taxis and Buses,” The 
Arab World, June 8, 1955, p. 9. 


10 Or more precisely, those who obtained the capital gain 
from the restriction of supply, whether by sale of the license 
or in extra profits. Some present license holders purchased 
the plates at high prices and the gain went to earlier holders 
who sold out. 


dictions that the transportation system 
will collapse.11 The owners of the li- 
censes are aware of their scarcity value. 

Owners receive strong support for en- 
try restrictions from bankers, since the 
licenses are typically worth more than 
the vehicles and they serve as excellent 
collateral for equipment loans. In case 
of default the licenses are taken by the 
lender who can sell them in the open 
market to recover his loan. In an area 
where credit is difficult for small firms 
to obtain, this is of substantial im- 
portance. 

It is not certain that chaos would re- 
sult if plates were made available to all 
—both countries are not abundantly sup- 
plied with capital and the relaxation 
of controls might merely mean slight 
increases in vehicle supply and slight 
reductions in rate. The IBRD (Interna- 
tional Bank for Reconstruction and 
Development) Mission to Syria recom- 
mended that, if over-investment was ex- 
pected, it could be avoided by having 
the government sell the licenses for a high 
fee.1? The result in this case would be 
a transfer of monopoly profits from 
firms to the government. This would be 
an optimum solution since the govern- 
ments created the values in the first 
place and there is no reason why favored 
individuals should receive the extra 
income. 

Egypt. Entry controls have never ex- 
isted in Egypt for trucks but buses are 
rather closely controlled by means of 
granting concessions to given firms for 
specific routes. Most transport require- 
ments in Egypt are concentrated in the 
Delta and along the Nile River and mo- 
tor, rail, and river facilities exist side by 

11 See, for example, “Syrian Car Strike Off,” The Daily 
Star, May 29, 1958, p. 2. 

12 IBRD, of. cit., p. 444. This suggestion follows current 
Syrian practice with tank trucks, where the registration fee 
is about $400 per vehicle and where no entry control exists. 


The present system was apparently inspired by the IBRD 
suggestion. 
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side competing for the same traffic. The 
state-owned railroad has occasionally 
tried to prevent competition although 
rather unsuccessfully in the trucking 
case. For some years an overall plan has 
been under consideration in Egypt which 
would completely integrate rail, water, 
and road hauls; one result would be to 
cartelize both trucking and bus opera- 
tion by forcing a series of large regional 
trucking and bus lines. A portion of the 
plan has been put into operation in the 
motor bus sector, but the trucking sector 
has been left uncontrolled. Coordination 
of transport in Egypt offers perhaps more 
potential gains than in any other Middle 
Eastern country, since all systems of 
transport must of necessity compete con- 
stantly with each other; to date, the pic- 
ture is one of confusion and lack of 
coordination with only minor exceptions. 
No comprehensive plan has yet been 
evolved which reconciles the diverse 
transport interests. 

Iraq and Saudi Arabia. Neither coun- 
try now has comprehensive rate or entry 
controls. Until quite recently no need 
was felt for such controls, as highways 
are generally poor, and motor transport 
is relatively underdeveloped. Transport 
requirements in both countries have ex- 
panded tremendously since 1945 because 
of oil development; here the problem 
was to obtain more transport capacity 
rather than to restrict supply. The coun- 
tries are not unaware of existing rate and 
entry controls, 1% but to date no overall 
control systems have been established. '* 

Where entry controls exist in motor 
trucking in the Middle East, the number 
“v8 International Bank for Reconstruction and Develop- 
ment, The Economic Development of Iraq (Baltimore, Maryland: 
John Hopkins Press, 1952), pp. 331-332. Note that a few 
years later the IBRD Mission to Syria came to exactly the 
opposite conclusion in a country where strict entry controls 
were in force. Middle Eastern transport developments 
under both sets of conditions apparently leave much to be 
desired. 

14 Saudi Arabia now has taxi entry controls on a city 
basis and, before the Second War, Iraq did have rudimen- 


of vehicles rather than the number of 
firms is the controlled variable. This type 
of restriction can be much more effective 
than American type restrictions. Since 
American firms can easily expand capac- 
ity when needed, the result of an in- 
crease in transport demand is usually 
more capacity. In the Middle East it is 
higher prices. The monopoly effect in 
the Middle East tends to be more ap- 
parent since as demand increases there 
is no additional capacity allowed to han- 
dle additional traffic. Since alternatives 
are usually poor or non-existent, especial- 
ly in Syria and Lebanon, shippers and 
passengers have no alternatives and are 
forced to pay the higher prices. 


Price Controls 


The countries which have entry con- 
trols also have price controls on _pas- 
senger vehicles for the most part. Rate 
controls in the Middle East are of the 
most rudimentary type, typically provid- 
ing for maximum price control only. 
Tariffs are not normally published and 
restrictions upon various types of price 
discrimination are non-existent. The pat- 
tern in Syria and Lebanon is for maxi- 
mum prices to be fixed by decree. 
Egyptian passenger price controls are of 
less importance than in Syria and Leb- 
anon since virtually all Egyptian private 
transport traffic is in direct and constant 
competition with the state-owned rail- 
way system, whose fixed published prices 
act as ceilings in most cases. In Syria and 
Lebanon the bulk of highway traffic is 
moved in areas remote from railways or 
in regions where the nature of the traffic 
tends to make the railways non-competi- 


tary price and entry controls. During the War the controll- 
ing ministry was divided and Iraqi courts held that neither 
half of the ministry had the power to control transport. To 
date there has been no serious move to re-establish transport 
controls. 
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tive.!5 Railway prices do not act as ceil- 
ings in either case with the exception of 
some bulk rail hauls in Syria in the 
Aleppo-Homs region. 

The government-owned transport en- 
terprises in the region follow a relatively 
rigid pricing system with changes being 
made only occasionally as the economic 
or political situation warrants, Often tar- 
iffs are published and observed and ship- 
pers and passengers have a reasonable 
knowledge of what prices are. 

The smaller private firms, on the other 
hand, do not publish tariffs and they 
shift prices rapidly according to the state 
of the market. Personal price discrimina- 
tion is the most common pricing method 


and every shipper is expected to bargain’ 


for his price. Since shippers and passen- 
ger typically have difficulty in finding out 
all prices presently being quoted, ignor- 
ance of the market is a significant factor 
in creating price differentials. The official 
price ceilings in Syria and Lebanon are 
seldom observed as there is no effective 
method of enforcing them and rates often 
rise above the stated maximum. It is 
common in Syria, for example, to have 
truck rates below competitive rail rates 
for most of the year with truck prices 
rising above rail prices (and price ceil- 
ings) at harvest times and periods of 
peak demand for transport capacity. 
Exceptions to this pattern occur in pas- 
senger transport on main routes where 
passengers can find out quickly from oth- 
er travellers the prevailing prices. In 
these cases traditional or customary 
prices are charged for all passengers al- 
though these prices may be above or 
below stated government ceilings. In 
periods of exceptionally high or low de- 


16 All local rail traffic in Lebanon is short haul as the 
maximum rail distance is only about 100 miles. Moreover, 
the rai] net is badly located for most productive hauls and is 
composed of two gauges. The result in the past two decades 
has been that the railways have been non-competitive for the 
majority of the local hauls. 


mand the price system tends to break 
down and substantial personal discrim- 
inations occur. A similar pricing pattern 
occurs occasionally on heavily used 
freight routes where shippers can easily 
find out going rates. 

Large private firms, such as the Beirut 
Port Company, usually publish their 
own tariffs and observe stated prices. 
However, the bargaining instinct is 
strong in the Middle East and special 
discounts and departures from the tar- 
iffs are not unknown. Much depends on 
the bargaining power of the shippers. 1 
It is also not unknown for public-owned 
transport firms to grant special discounts 
to favored shippers. 

The pattern of price controls which 
emerges in the Middle East is one of vir- 
tually no official control over pricing in 
the private sector, with relatively more 
control over government-owned facili- 
ties. These government operations often 
act as price leaders where public and 
private transport firms compete directly. 
Personal price discrimination is the most 
common pricing technique since this 
offers operators the largest possible 
revenues. 


Conclusion 

There is no pattern of entry and price 
control in the Arab Middle East. Con- 
trols have emerged from time to time in 
response to local pressures and interests. 
Until recently little thought has been 
given in the area to coordinated plans for 
transport control and development and 
such plans are still more theories than 
actual operational facts. The most wide- 
ly held theory is that the government 
should plan and provide the framework 
of transport in the sense of owning 
railways, highways, airlines, and ports. Pri- 
vate interests can then adapt their opera- 


46M. F. Abcarius, Harbours and Communications (Beirut, 
Lebanon: 1952), mimeographed, p. 10. 
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tions to the general framework as long 
as their operations do not conflict with 
the total plan. On the operational level 
this implies private ownership of motor 
vehicles and (where feasible) inland 
water craft, subjected to extensive con- 
trols over rates, entry, safety, profits, and 
financing. In practice, such thinking has 
never gone beyond the theorizing stage 
—transport coordination is virtually non- 
existent in all Middle Eastern countries. 
The entry and price controls which exist 
are the result of historical pressures, not 
of intricate development plans. Perhaps 
the major reason for this lack of con- 
sistency and coordination is the lack of 
skilled government personnel; Middle 
Eastern states are seriously short of 
trained and conscientious bureaucrats. 
Since the basic problem of control is that 
of policing the motor vehicle sector 
where thousands of secretive, mobile, and 
independent proprietors pursue their 
business untroubled by conscience, re- 
spect for law, or good bookkeeping, sug- 
gestions for really effective controls are 
typically unworkable in practice. 

Price controls have generally been en- 
forced much less vigorously than entry 
controls and the result has been to allow 
protected operators to exploit an arti- 
ficially created oligopoly situation. Gov- 
ernments have been little interested in 
profit results of the firms involved and, 
given the skill of Middle Eastern entre- 
preneurs to adjust their books for tax 
collectors, it is likely that such an interest 
would not yield any positive results. 

The countries without price or entry 
controls have been those whose economic 
development was generally much less ad- 
vanced during the period when such con- 
trols came into effect (1930-1941). At 
that time there were few roads; trucks 
were not a serious competitive problem; 
and capital supply problems, even for 
such small units, were quite serious for 
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new firms. In the postwar period, when 
oil revenues have made the less devel- 
oped Middle Eastern region relatively 
wealthy, there has been little need felt 
for controls. Road nets are still inade- 
quate, railways are either non-existent or 
operating at capacity in spite of trucks, 
and the administrative abilities of most 
governments preclude any consideration 
of elaborate controls. The basic problem 
is to get more transport capacity. 

In countries with rate and entry con- 
trols the assumed degree of administra- 
tive ability necessary to handle the system 
is much higher than that which actually 
exists. It is usually possible to control 
entry, since the basic problem is one of 
registering vehicles annually and catch- 
ing violators on the road. But effective 
price control in a diffuse and secretive 
market without printed tariffs is extreme- 
ly difficult and to date few positive price 
controls have been effective. Since profits 
are also uncontrolled?* and since de- 
mand for transport is rising steadily as 
the country develops economically, the 
economic results have been poor. Trans- 
port prices are now high enough to give 
more than adequate returns to favored 
operators and any attempts to change 
the systems are met with violent protests 
by the present license holders. 

It is possible that the control system 
has led to effective control over cut- 
throat competition but the price paid 
by consumers has been high. One prob- 
lem which has persistently plagued ad- 
ministration is the temptation of private 
owners to violate laws by operating as 
common carriers. 


Underdeveloped economies often bor- 
tow administrative and control tech- 
niques from the developed Western 


17 The only profit control of any sort in the Middle East 
for private transport companies is that covering the con- 
cessionary railroad in Lebanon. Other private firms are 
free to earn as much as they can. 
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countries without much consideration of 
the problems inherent in operating a 
complex system. An economic control 
which is feasible, necessary, and practi- 
cal in England or the United States may 
merely become an additional revenue 
source for corrupt officials in less devel- 
oped parts of the world. Or it may simply 
become a dead letter on the statute books 
with only the sections useful for raising 
the firms’ revenues applied diligently 
through political pressure exerted by 
these companies. This has been the basic 
result of these controls in the Middle 
East and, until administrative techniques 
have developed much more than they 


have to date, it is wiser to allow economic 
market forces to play the major regula- 
tory role wherever feasible. The dangers 
of allowing unrestricted competition in 
transport seem much less in a country 
where roads are poor, trucks are relative- 
ly expensive capital items and where per- 
sonal price discrimination is the standard 
pricing method, than they might be in 
an advanced economy. In such an under- 
developed country the possibilities of 
economic loss because of excess competi- 
tion are incidental as compared to the 
basic problems of expanding all outputs, 
including those of ton and passenger 
miles. 





Criteria for Ap raisal and Planning Water Resource 
Deve opment Agencies in Texas 
By FREDERIC O. SARGENT* 


we resource development has 
been a subject of legislation in Tex- 
as for 35 years. In 1913 the State Board of 
Water Engineers was established with the 
assignment of controlling and planning 
water resource development. In 1953 a 
State Water Resources Committee was es- 
tablished and charged with the task of de- 
veloping a long-range water policy and 
conservation program. Also in 1953 a 
Water Pollution Advisory Council was 
established to coordinate water pollution 
detection and control work. In 1957 the 
Legislature established the Texas Water 
Resources Planning Division within the 
Board of Water Engineers.! In addition 
to these agencies, eight river authorities 
have been established and authorized to 
develop master plans for their water- 
sheds. On the boundaries of the state are 
four inter-state and international water 
study commissions or compacts.” 

In addition to these state agencies au- 
thorized to plan water resources, a num- 
ber of federal agencies have the same gen- 
eral obligation and interest. The princi- 
pal ones are the Soil Conservation Service 
of the United States Department of Agri- 
culture, the Corps of Engineers of the 
Department of the Army, the Bureau of 
Reclamation of the Department of the 
Interior, and the Federal Power Com- 
mission. If we add to this list the agencies 
which are not authorized to do any com- 
prehensive planning but which are in- 
volved in administration and research in 
the field of water development, it would 


* Land Economist, Department of Agricultural Eco- 
nomics, Ontario Agricultural College, Guelph. 

1Vernons Annotated Civil Statutes, Article 7472d,-1. 

2? Texas Board of Water Engineers, ‘“Texas Water Re- 
sources Planning at the End of the Year 1958,” Decem- 
ber 1958. 


be possible to list eleven state agencies 
and twenty-six federal agencies.’ Finally, 
in 1958, there was established the United 
States Water Study Commission also au- 
thorized to develop plans for compre- 
hensive water resource development. 

The purpose of this paper is to briefly 
review a few representative water re- 
source development agencies, to appraise 
these agencies on the basis of three crite- 
ria which will be stated and explained, 
and to draw from that appraisal and criti- 
cism, suggestions for the development of 
a water policy which would meet the fu- 
ture need of an expanding industrial and 
agricultural economy. 


Criteria for Appraisal of Water 
Development Agencies 

A number of different criteria might be 
used to evaluate water development agen- 
cies: this discussion is limited to three 
which are generally considered to be of 
critical importance. 

The first criterion is political. In the 
United States there are several political 
principles which have been stated over 
and over in declarations of independence, 
in constitutions, and in statutes, that are 
considered basic to our polticial organi- 
zation. One of these is democratic repre- 
sentation in government. To use this 
criterion in appraising water develop- 
ment agencies, three questions will be 
posed: (1) Does this agency represent 
the people in the area concerned? (2) 
Does this agency report to the people? 
(3) Does it hold public hearings for the 


See Chart, William F. Hughes, “Functions of State 


and Federal Agencies that Contribute to Water Manage- 
ment in Texas,” Washington, D.C.: Government Printing 
Office, Agricultural Research Service, United States De- 
partment of Agriculture. 
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purpose of determining the wishes 
(goals) of the people? 

The second criterion is economic. The 
economic criterion is also generally con- 
sidered important and one that should be 
applied in the planning, development 
and financing of public programs, It con- 
sists of three questions: (1) Who benefits 
by this project or program? (2) Who 
pays for this project or program? (3) Do 
the benefits correspond with the pay- 
ments? 

The third criterion concerns logical 
consistency. This also is a criterion which 
is generally agreed to be important and 
one which should be applied to all public 
programs. To apply this criterion we 
pose the questions: (1) Is this project 
designed to provide for all uses of the 
water for which there is a significant de- 
mand? (2) Does this plan promote the 
development of the whole economic re- 
gion? and (3) Is it logical? 

Now let us review the operation of a 
few representative water development 
agencies and programs in light of these 
three criteria. 


The Brazos River Authority: An 
Example of a Watershed 
Agency 

In 1929, the state legislature created 
the Brazos River Conservation and Rec- 
lamation District. In 1953 the name was 
changed to the Brazos River Authority 
and its powers were materially broad- 
ened. The BRA is one of eight river 
authorities authorized to develop master 
plans for water development. 

Since its establishment a number of 
master plans have been prepared for the 
Brazos River. The BRA engaged a firm 
of consulting engineers which prepared 
a master plan consisting of 13 dams and 
major reservoirs. This plan was approved 
by the BRA and the State Board of Wa- 
ter Engineers in 1953. In 1957 a summary 
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of the master plan for the Brazos River 
Basin was developed by the BRA and sub- 
mitted to the Board of Water Engineers. 
The Texas Board of Water Engineers 
has developed a master development plan 
for the basin. The Corps of Engineers 
has initiated a comprehensive study of 
the Brazos River Basin. The Soil Con- 
servation Service likewise has a flood con- 
trol plan for the Brazos River Basin. 

Construction on the Brazos falls far 
short of these plans. There have been 3 
major dams constructed: The Morris 
Sheppard Dam built by the BRA, and 
the Whitney and Belton reservoirs built 
by the Corps of Army Engineers. Let us 
appraise the BRA in light of our three 
criteria. First the political criterion: The 
BRA has not utilized the technique of 
public hearings to inform the people and 
to determine the interests of the people 
in the valley. 

A recent example of the lack of com- 
munication between the BRA and major 
interest groups in the valley was provided 
by the altercation that occurred in June 
1959, over the location of a dam on the 
Navasota River. According to newspaper 
reports, local interests representing the 
cities of Bryan and College Station, the 
Navasota Landowners Association and 
the County Commissioners got together, 
ironed out their differences and agreed to 
work toward securing a dam location in 
the vicinity of Highway 21. The BRA 
called a meeting at Waco to discuss this 
agreement. Congressman Olin E. Teague, 
the principal elected representative of 
people in this area, was in Washington. 
He wrote a sharp letter to the BRA in 
which he objected to receiving such short 
notice that he could not attend the meet- 
ing. He also questioned the multiplicity 
of interests of the BRA’s engineering firm 
and generally castigated them for not 
being more responsive to the interests of 
his constituents and suggested the meet- 
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ing be postponed until the BRA “knows 
what is going on.’”* 

The BRA has not reported regularly 
and in detail to the people whom it is 
supposed to serve. The result has been 
that the master plans developed have 
been based largely on engineering crite- 
ria, have given inadequate attention to 
other aspects of water resource develop- 
ment such as economic justification and 
political acceptability, and they have 
lacked popular support. 

The second criterion for appraisal con- 
cerns economics. The principle involved 
is that the benefits received should be 
related to the costs. The BRA experience 
and procedures have not conformed to 
this principle. Two of the dams con- 
structed in the watershed have been built 
primarily from federal funds, the third 
was financed 45 percent by the federal 
government.® The people benefited and 
concerned have not been required to pay 
a share of the costs proportionate to the 
benefits received. The ad valorem tax on 
land which supported the state’s share 
was levied on only ten of the counties in 
the watershed. This tax was challenged in 
1952 by several land-owning taxpayers in 
Robertson County. They claimed that 
they received no benefits as their land 
was above the flood plain while land- 


owners in Palo Pinto County and other. 


counties benefiting directly from the real 
estate boom caused by the creation of the 
lake were not paying that tax. These land- 
owners lost their case although they 
dramatized the absence of correlation be- 
tween benefits and taxes.® 
The third criterion concerns adequacy 

of planning with reference to the in- 
terests and needs of the economic region 

4 Bryan Daily Eagle, June 12 and 15, 1959, p. 1. 

5C. H. Cavness, State Auditor, Audit Report, Brazos 
River Authority, June 17, 1957. 

® South Western Reporter, Vol. 255, 2nd Series, p. 898, 
Foster et al. vs. Bay et al. See also, Brazos River Con- 


servation and Reclamation District vs. McCraw et al., 
126 Texas 506, 91 S.W. 2d665. 


and the state. The Brazos River Author- 
ity is limited by statute to planning for 
the Brazos River Valley. This is unfor- 
tunate as the Brazos River Valley is not 
a logical planning unit. Trade areas 
which are more logical and natural eco- 
nomic units cut across the long and nar- 
row Brazos River Valley at several points. 
The City of Houston, with one million 
inhabitants, dominates the economy of 
the lower Brazos Valley. It is excluded 
from consideration in the planning of the 
use of the waters of this river because it 
lies just outside the narrow Brazos water- 
shed. A consideration of the maximum 
rational utilization of water resources for 
the whole state would require that the 
largest city in the state should be able 
to obtain water from the largest rivers 
in the state which flow close by the city 
limits.7 

The many attempts to develop master 
plans also violate the criterion of logical 
procedure, as they are wasteful of scarce 
planning funds. Also, the control of dams 
on a river by rival agencies is unfortunate 
for two principal reasons: it makes it dif- 
ficult to coordinate the control of water 
in time of flood and it makes it difficult 
to mix water from different sources to 
provide quality control. 


Board of Water Engineers: 
The Key State Agency 

The Board of Water Engineers is the 
principal data-collecting, record-keeping 
agency in the state in the field of water 
resources. Its biennial reports constitute 
basic compilations of statistics on the sub- 
ject of the nature of water resources. The 
Board is made up of three members and 
is appointed by the Governor with the 
concurrence of the Senate. 

According to the political criteria, the 
Board of Water Engineers gets a high 

7 Another major river, the Trinity, flows past Houston 


on the East. Houston is negotiating with the Trinity 
River Authority for water from that stream. 
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rating. It publishes fact-filled, detailed, 
readable reports for the people of the 
state. Also, it holds public hearings on 
requests which come before it and it de- 
liberates in a fair and judicious manner. 
The statutes require that the Board 
members come from three regions of the 
state so they are as representative geo- 
graphically as a three-man board could 
be. The economic criterion concerning 
benefits and costs is not applicable as 
this board engages in no construction 
programs. 


As for adequacy in serving the in- 
terests of the state, the Board of Water 
Engineers has serious and critical limita- 
tions which result from the legislation 
which set it up, decisions of the State 
Supreme Court, and a redelegation of the 
Board’s authority by the legislature in 
the formation of special act districts, such 
as the BRA and other river authorities. 


In order to clarify the water rights of 
the state, it will be necessary for them 
to be adjudicated. Authority to carry out 
adjudication was given to the Board in 
1917 and then taken away from it by a 
court decision which pointed out that ad- 
judication is a prerogative of the courts 
and not of an administrative board.® 
The ability of the state board to do over- 
all planning is critically limited by the 
fact that so many river authorities, as well 
as the United States Study Commission, 
have an identical planning responsibil- 
ity in the same area. Also, pronounce- 
ments to the contrary, notwithstanding 
there has been a grave lack of collabora- 
tion between the various federal agencies 
and this major state agency. 


® Board of Water Engineers, V. McKnight, 111 Texas 
82; 229 S. W. 543. 


The State Parks Board: Example of a 
State Agency Concerned with 
Recreational Development 
of Water Resources 

It is necessary to review the activities 
of the State Parks Board as this is the 
only state agency concerned with the man- 
agement and development of recreation- 
al facilities adjacent to reservoirs. The 
State Parks Board was created in 1923 
by the 39th Legislature. The authority 
delegated to the State Parks Board per- 
mits and authorizes them to make investi- 
gations of any tract of land suggested for 
public parks to determine whether the 
site is suitable. In evaluating the activ- 
ities of this board on the basis of our 
political criterion, we find that this board 
reports frequently and in detail to the 
people. It has little need for hearings as 
its work is custodial and not develop- 
mental. The relation of costs to benefits 
is complex. The majority of the initial 
investments in land and buildings was 
provided by generous citizens and the 
federal government. The state has been 
extremely conservative in providing for 
minimum maintenance, upkeep and de- 
velopment of this valuable heritage which 
has been largely donated by public spir- 
ited citizens. 

To illustrate the inadequacy of state 
participation in bearing costs of develop- 
ment, it is necessary to cite a specific in- 
stance. In the development of Possum 
Kingdom Lake, the Brazos River Au- 
thority set aside an area on the north 
shore for development as a state park by 
the State Parks Board. After five years of 
non-development and non-use, caused by 
lack of appropriations by the legislature, 
the BRA was obliged to repossess this 
land and to withdraw it from use as a 
state recreation facility. 

The level of appropriations for state 
park development is further indicated by 
comparison with some other states with 
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comparable populations. New York State 
appropriated more than $12,000,000 for 
parks systems in contrast with the maxi- 
mum of less than half a million dollars 
appropriated in one year in Texas, Cal- 
ifornia appropriated more than $11,000,- 
000; Pennsylvania, Ohio and Michigan 
each appropriated more than $3,000,000 
for their state parks. Moreover, annual 
appropriations for city parks in each of 
five Texas cities exceeded the amount 
appropriated for the entire state park 
system.°® 

To appraise the state parks from the 
point of view of adequacy for state needs 
—the third criterion—is somewhat dif- 
ficult as an appraisal of recreational facil- 
ities is not easy to make. The Texas 
Legislative Council concluded that ‘‘the 
majority of the recreational parks were 
found to be far too small according to 
nationally recognized standards.’’° If 
they are too small now, then it is evident 
that, to provide for the population growth 
which will ensue in the next two dec- 
ades," it will be necessary for appropria- 
tions for state park procurement and 
development activities to be greatly in- 
creased. 


Public Law 566: The Small Watershed 
Program—An Example of a Federal 
Agency with State and Local 
Cooperation 


The small watershed program is car- 
ried out, not by one, but by three govern- 
ment agencies: The Soil Conservation 
Service, the State Soil Conservation 
Board, and local Soil Conservation Dis- 
tricts. The small watershed program, 
although only started in 1956, has devel- 





® Texas State Parks, a report by the Texas Legislative 
Council, December 1958. 

10 Ibid. p. 2. 

11 The population of Texas as of January 1, 1959, was 
9,293,000. The population of Texas by 1975 will be ap- 
proximately 12,087,000, according to estimates by Profes- 
sor R. L. Skrabanek, Texas Agricultural Experiment 
Station. 


oped fast and will be a major water re- 
source development program for a 
number of years to come. In Texas a to- 
tal of 148 applications for watershed pro- 
grams have been received by the State 
Soil Conservation Board. Of this number, 
87 applications have been approved, 48 
have been disapproved, 1] are pending 
further study, and 2 have been with- 
drawn. (As of June 1, 1959) 


The application of our political cri- 
teria concerning participation by the peo- 
ple concerned will find this program is 
relatively democratic. Local groups must 
take the initiative and invest a consider- 
able amount of work to get their projects 
approved. Intensive opposition by any 
local group will actually lead to the dis- 
approval of a project. Costs of projects 
are borne by the federal government and 
to a small extent by local units of govern- 
ment. The program fixes definite finan- 
cial responsibility at the local level. Local 
associations, whether they be counties, 
soil conservation districts, water districts, 
or a combination of these, are required 
to assume financial responsibility for 
maintenance of the structures and also 
for the provision of all rights of way. In 
general, the proportion of the costs paid 
by local people is very small in compari- 


' son to the proportion paid by the nation’s 


taxpayers through the federal government. 


Consideration of the third criterion, 
adequacy of development for all major 
water uses, finds the Public Law 566 
program deficient. A case in point is 
the recreational use of water. Under Pub- 
lic Law 566 it is possible, and it does 
happen, for the taxpayers, both national 
and local, to pay the bill to establish a 
small lake and then to be excluded from 
using that lake by the landowners or of 
having to pay a second time for access 





48 LAND ECONOMICS 


to the reservoir they have financed.!? 

A logical development of the small 
watershed program would also require 
an objective analysis of the relation be- 
tween the construction of farm ponds 
and erosion control dams, and the main- 
tenance of a dependable supply of run- 
off for reservoirs which supply urban 
needs. If the proliferation of farm ponds 
is resulting in holding water until it 
evaporates instead of permitting it to run 
down to a large reservoir where it will be 
put to use, then ponds are being over- 
built. The Washita River Basin, in the 
panhandle of Texas and southwestern 
Oklahoma, is an example of an area where 
the construction of farm ponds may be in 
excess of the number needed for water- 
ing livestock and may be reducing urban 
water supplies. In the Washita River Ba- 
sin above Clinton, Oklahoma (which in- 
cludes part of Texas) there is one pond 
for every 284 acres and six erosion con- 
trol dams for every township." 


U. S. Army Corps of Engineers: 
Example of a Federal Agency 


The Corps of Engineers was originally 
authorized to concern itself with naviga- 
tion improvements. In 1936 Congress 
amended the Flood Control Act and laid 
greater stress on the importance of flood 
control and gave the Corps responsibili- 
ties in this area. Since that time the Corps 
has become one of the principal agencies 
in the development of water resources in 
Texas. The Corps has planned and ob- 
tained authorization from Congress for 
29 reservoir projects. Of this number, 
“2 This criticism has also applied to the reservoirs con- 
structed by the Bureau of Reclamation and the Corps of 
Engineers. The Bureau and the Corps have announced 
that in the future they will give greater consideration to 
making the artificial lakes financed by the taxpayer avail- 
able to the taxpayer for recreational use. Public Law 566 
administrators may be expected to adopt a similar policy. 
“Good News! Our New Lakes Won’t be Walled Away 
From Public,” The Houston Post, August 30, 1959, p. 8, 
sec. 5. 


18 Unpublished report prepared in connection with the 
Arkansas-White-Red River Basins investigations. 


thirteen, including Lake Texoma, are 
completed and in operation. Five reser- 
voirs are currently under construction."* 
The Corps has also planned and obtained 
Congressional authorization for 16 local 
flood control projects, consisting of chan- 
nel improvements, floodways, and levees. 
Four of these, including the Fort Worth 
Floodway, have been completed and three 
others are under construction." 

To appraise the activities of the Corps, 
with reference to the political criteria— 
reporting, hearings, and representation 
—would require a number of con- 
siderations. The reports of the Corps to 
Congress are quite satisfactory. This is 
explained by the fact that the Corps, 
although it is made up largely of civilian, 
civil servant employees, considers itself 
special consultant to the Congress. The 
reports of the Corps to the people of 
Texas and the citizens in the area of its 
activities are inadequate to non-existent. 
In several instances the Corps has neg- 
lected to advise the State Board of Water 
Engineers of major construction projects 
in the state. In one of these cases the 
Corps let contracts for over $2 million 
in construction of Magee Bend Dam be- 
fore the State Board was informed offi- 
cially of this project.1* The Corps does 
not make regular reports to the people 
or to the state in which it is operating. 
The Corps does hold public hearings in 
the course of its planning procedure. 
However, these hearings are not designed 
to give information to the public nor to 
permit the public to participate in mak- 
ing planning decisions. 

In a Corps hearing held at Bryan on 
December 16, 1958 concerning the con- 
struction of a dam on the Navasota River, 
information was brought out that a pri- 

14 Texas Board of Water Engineers, Texas Water Re- 
sources Planning at the End of the Year 1958, December 
1958, App. p. 13. 


15 Ibid. 
18 dustin Report, Vol. 9, No. 41, August 11, 1957. 
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vate meeting had been held two months 
previously at which the division of Na- 
vasota River water was discussed and 
apparently settled. The Navasota River 
Landowners Association, which repre- 
sents most of the people with riparian 
rights in the water that was divided, were 
not invited to that meeting. At the public 
hearing in Bryan they registered a pro- 
test against this ‘‘undemocratic’” pro- 
cedure.'? Also, the proceedings of these 
hearings, like the project reports com- 
piled by the Corps, are not distributed 
among the people concerned and depos- 
ited in their libraries for their study, ref- 
erence and information. 

A further indication of the Corps’ fail- 
ure to give information to the people con- 
cerned was provided in a meeting held at 
Fort Worth by Col. Walter J. Wells, Chief 
of the Fort Worth District. At that meet- 
ing, called to report progress on the re- 
study of possible dam locations on the 
Navasota River, the representative of the 
Navasota Landowners Association (land- 
owners with riparian rights) asked the 
district chief if he would pinpoint rea- 
sons for abandoning the Bundic and Iola 
sites. The Colonel answered that it would 
be difficult ‘‘to pinpoint any reasons.”!* 

Now let us appraise the Corps’ work 
from the standpoint of benefits and costs. 
The federal Congress appropriates the 
funds expended by the Corps. This fact 
is one of the reasons why the Corps is 
one of the most active and most popular 
agencies for constructing water works in 
Texas. This means that the taxpayers of 
the nation as a whole are bearing the 
costs of all the Corps activities, while 
taxpayers and residents in the area con- 
cerned are reaping most of the benefits. 


17 See Record of Public Hearing held at Bryan, Texas, 
December 16, 1958, United States Army Engineer Dis- 
trict, Fort Worth, Texas, especially testimony by Coulter 
Hoppess, pp. 27-35 and Frederic O. Sargent, pp. 38-39. 

318 “Long Way to go to Restudy, Corps Chief Tells Dele- 
gation,” Bryan Daily Eagle, October 12, 1959, p. 1. 


The third criterion is that of adequacy 
for over-all needs of the state. The ac- 
tivities of the Corps are prescribed by 
federal statute. It operates within the 
bounds of these statutes. Unfortunately, 
these statutes have always limited the 
Corps from considering all aspects of 
water resource development. One of the 
most glaring omissions which might be 
cited is that of alleviating the damage of 
floods through the practice of flood plain 
zoning. It is possible to cite half a dozen 
instances in which damage caused by 
flood, including loss of life, have been in- 
creased by the building of flood preven- 
tion structures. This has happened be- 
cause the construction of dams has given 
people the false notion that floods would 
be prevented and so they have developed 
the land below the dam more intensively. 
The result was that, when a flood of 
greater magnitude than was planned for 
developed, the damage was increased. 
The Fort Worth and Dallas Floodways 
are good examples of instances in which 
the taxpayers are being asked to heavily 
subsidize a few people who wish to build 
in the flood plain. 


The U.S. Water Study Commission for 
Texas: Super-Planning Agency 


The United States Study Commission 
for Texas was established by federal 
statute in August 1958, with the assign- 
ment to develop master plans for the 
eight major river basins in Texas and 
their intervening areas.’® 

From the standpoint of benefits and 
costs, this commission is similar to other 
federal agencies. While the benefits will 
accrue largely to the people of Texas, 
the costs of the commission will be borne 
completely by the federal government. 
With reference to the political criteria, 
this commission is similar to the river 


19 Public Law 85-843, 85th Congress, H. R. 12216, Au- 
gust 28, 1958 Title II, Section 201 (a). 
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authorities and federal agencies of which 
it is composed. The representatives of the 
river authorities can hardly represent the 
interests of all the people in their respec- 
tive river basins, as those interests are 
conflicting and have not been resolved. 
The representatives of the federal agen- 
cies, with re-employment rights in those 
agencies, will necessarily reflect the spe- 
cial interests of their parent agency. Even 
more pertinent, with respect to repre- 
sentation, is the fact that the makeup of 
this commission omits representation 
from all the watersheds on the borders 
of the state. This encompasses a large 
area, including the Red River, Sulphur, 
Cypress, Sabine and Rio Grande water- 
sheds, as well as coastal drainage area in 
South Texas. As for the logical criteria, 
it is too soon to appraise this Commission. 


Suggestions for a Texas Water 
Development Program 


This discussion of a few representative 
state and federal agencies concerned with 
water resource development and apprais- 
al on the basis of political, economic and 
logical criteria, leads to a few definite 
conclusions concerning what must be in- 
cluded in a state water program. Each 
agency has some virtues and some de- 
ficiencies with reference to our criteria. 
If we combine all the admirable aspects 
of these agencies we can make sugges- 
tions for a model Texas water develop- 
ment planning program. This model 
consists of four points, each of which is 
a basic principle derived from past ex- 
perience.”° 


The first principle is that to develop 
a state program there must be a state 
agency. Federal agencies can make great 
contributions but they are limited by the 
statutes and prevented from taking a 


 Cf., “Suggestions and Proposals,” Proceedings, Water 
Law Conference, November 20-21, 1952; University of 
Texas, Austin, Texas, June 10-11, 1954. 


truly comprehensive view of resource de- 
velopment. The Corps is primarily in- 
terested in flood control and navigation, 
the Bureau of Reclamation in irrigation, 
and the Soil Conservation Service in land 
treatment and water retention structures. 
The river authorities, of which we have a 
plethora, are restricted to the limits of 
their jurisdiction. Adherence to statutory 
limitations does not permit them to con- 
sider the needs of large urban areas im- 
mediately adjacent to their narrow water- 
sheds. Only a state agency can plan for 
all uses of water for all areas in the 
state. A state agency would better satisfy 
the political criteria of representing the 
people, reporting to the people and hear- 
ing the people than would an exclusively 
federal agency or a narrowly limited riv- 
er authority. 

The second principle is that the state 
agency must be broad-based. It must in- 
clude representatives from all the major 
state agencies concerned with water re- 
source development and allocation. This 
would include the Railroad Commission, 
concerned with pollution; the State Parks 
Commission, concerned with recreation; 
the Public Health Service, concerned 
with water quality; and the Game and 
Fish Commission, concerned with wild- 
life conservation. It would also include 
the major state agencies which are con- 
ducting research on water use and de- 
velopment; such as the University of 
Texas, Texas A & M College, and Texas 
Technological College. Such an agency 
would further satisfy the political criteria 
of representing the people and interests 
within the state. 

The third principle is that a state pro- 
gram must be based on state taxes and 
appropriations. The tremendous invest- 
ments which the federal government has 
made in the state of Texas in developing 
its water resources and its recreational 
resources has gone a long way toward 
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providing us with the basic facilities 
needed for our present population. How- 
ever, in the future federal funds may be 
inadequate. If the Texas economy is to 
continue to develop on a scale that will 
provide for the minimum requirements 
of the people, then the state of Texas 
must come to the point of levying taxes 
and appropriating funds for water re- 
source development. The alternative is 
to face a leveling off in the rate of eco- 
nomic development. A program of state 
taxation for state water development 
would satisfy the economic criteria of re- 
lating benefits to costs. 


Finally, a state program, to satisy the 
third criteria of serving all needs of the 
whole state for the long run, must in- 
clude development and control of water 
for all uses and purposes. Recreation fa- 
cilities must be developed on a scale 
hitherto unknown to meet the future 
needs of a densely populated industrial 
region. All the dams on a single river 
must be controlled, or their operation 
coordinated, by a single agency. This is 
necessary in times of flood, to prevent 
the piling of crest on crest and also for 
purposes of mixing highly saline waters 
with less saline waters for irrigation or for 
allowing for simultaneous use by several 
consumers, Planning must also include 
consideration of flood plain zoning. In 
a great many instances, flood damage can 
be mitigated not only by big dams, little 
dams, upstream land treatment and 
dikes, but also by controlling the degree 
of intensity of development of the known 
regular flood plain. 


A state planning agency embodying 
these principles would not replace any 
existing agencies. It would be made up 
of representatives of state agencies that 
are now actively engaged in various as- 
pects of water resource planning and de- 
velopment. This new state agency would 
continue the work that will be started 
by the United States Water Study Com- 
mission and which will be terminated in 
1960. River authorities that are actually 
functioning as planning agencies will 
have a great service to perform in assist- 
ing in developing an over-all state master 
plan. River authorities, that are paper 
organizations only, will be eclipsed and 
will fade from sight. 


If it is to be successful, a state agency of 
this nature would have to do something 
besides collecting data; it would have to 
tackle the major limiting problems in 
water resource development. It would 
have to develop a policy and a procedure 
for planning and developing recreational 
resources; it would have to make recom- 
mendations to the legislature for a means 
of quantifying and clarifying water 
rights; it would have to tackle the difficult 
problem of inter-basin coordination of 
water development and of policing water 
rights. If a broad-based state agency com- 
menced to tackle these problems in a 
statesmanlike fashion, it would soon 
wrest leadership from the narrow con- 
fines of the federal agencies which are 
limited by statute from planning in a 
logical way. 








The Future Ownership of Rural Land in Britain 
By D. R. DENMAN* 


spre PATTERN of landownership is 
the consequence of economic condi- 
tions and social order. As these change, 
so the pattern is modified. Indications of 
the probable future of the ownership of 
rural land in Britain must therefore be 
sought by looking for signs of change 
in economic affairs and social ideas. 

Sometimes change comes swiftly, as in 
1lth-century England when social up- 
heaval destroyed overnight the estab- 
lished order of things and with it the 
system of landownership. Such an event 
might happen again in the measurable 
future. Usually change is gradual, here 
a little and there a little, along the cease- 
less stream of time. History reads us the 
lesson of continuing change although we 
are not always conscious of the motion; 
it takes place beyond our sentient ken 
like the movement of the subconscious 
mind. Indeed all change is relevant to a 
period of time. Whether it is perceived 
or not depends upon the span of time 
under observation. Economic and social 
events which in a short period appear 
static, over a long period may be among 
the novelties. 

Therefore, looking for relevant change 
in the economic and social spheres we 
must first decide upon a period of time 
for our observations, For the purpose of 
this article the period chosen is approx- 
imately the 1950’s; what has not changed, 
or shown signs of changing, in that short 
period is regarded as relatively stable. 
The article traces briefly within that 
period the changes and stable features in 
economic affairs and social ideas which 
might influence landownership and sub- 
sequently deduces from them possible 





* Department of Estate Management, Cambridge Uni- 
versity, Cambridge, England. 


consequences in the form of alternative 
landownership economies. 


Change and Stability in Economic 
Affairs and Social Ideas 


Change in Economic Affairs. The first 
relevant change is the continual altera- 
tion in the distribution of national 
wealth. Its history runs back far beyond 
the 1950’s but, because it is continual, 
it is going on now and probably was 
never more vigorous than in the 1950's. 
It is relevant because the ownership of 
land is closely linked with personal 
wealth. Valuable, privately-owned es- 
tates cannot exist in a society of paupers. 
The distribution of a nation’s capital 
wealth among its citizens determines the 
latent ability of the citizens to own land 
privately. A change in distribution alters 
for better or for worse the prospect of 
private landownership. 


At present the only published statistics 
for Britain showing the distribution of 
wealth as personal and private fortunes 
are compiled from death duty (inheri- 
tance tax) figures.! Fortunes ranging 
between £5,000 to £500,000 inclusive 
which had death duty deductions num- 
bered 18,007 in 1938-39 and 36,804 in 
1956-57.2, Fortunes over £500,000 de- 
creased in number from 34 to 31 over 
the same period. These figures are mone- 
tary values. Expressed in real terms the 
shrinkage in the number of relatively 
large fortunes is far more drastic. We 
can clearly illustrate this if we imagine 
these fortunes wholly invested in agri- 





1Commissoners of Her Majesty’s Inland Revenue, 
Annual Reports (London, England: Her Majesty’s Stationery 
Office). 

2Central Statistical Office, Annual Abstract of Statistics, 
1958 (London, England: Her Majesty’s Stationery Office, 
1959). 
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cultural land let to tenant farmers. Over 
the period the value per acre of let agri- 
cultural land in England and Wales rose 
roughly from £20 per acre to £50 per 
acre on an average.® As let agricultural 
land the fortunes above £500,000 and 
less would, in 1938-1939, mean 18,000 
estates averaging 1,250 acres and, in 
1956-57, 37,000 estates averaging 404 acres. 
It is quite impossible to tell how repre- 
sentative these death duty figures are of 
the picture of the distribution of private 
wealth throughout the nation. The dis- 
tribution of a large family fortune by 
gifts inter vivos among members of a 
family would create a number of rela- 
tively moderate individual fortunes from 
one substantial fortune but, where the 
family is close-knit, the fortune may still 
survive as a family fortune. Distribution 
by inter vivos gifts undoubtedly partly 
accounts for the reduction in the num- 
ber of large individual fortunes subject 
to death duty and the figures just cited 
should be read with this in mind. None- 
theless, the figures themselves are sufh- 
cient evidence of a decline in the number 
of large fortunes and the multiplication 
of moderate fortunes. 

The death duty official statistics tell of 
another significant change in. economic 
affairs, a change on the demand side of 
the investment market. Analysis of the 
private fortunes which have suffered 
death duties since 1938-39 does not re- 
veal a flight from government funds to 
equities as the general stock exchange 
evidence for recent years would lead one 
to expect. The analysis of private for- 
tunes shows a remarkable consistency in 
the proportionate distribution of assets. 
In 1938-39 14.3% of all private fortunes 
suffering death duty was invested in gov- 
ernment funds, and 31.9% in equities 
and other shares. In 1957-58 the percent- 





8Cf., John T. Ward, ‘Farm Rents and Tenure (London, 
England: The Estates Gazette, 1959), p. 35. 


ages were 14.5% in government funds 
and 29.4% in equities. The contradic- 
tion between the analysis of the death 
duty fortunes and the general trend of 
stock exchange buying points to heavy 
investment in equities and a correspond- 
ingly light investment in government 
funds by what are called institutional 
investors, those corporate trusts, com- 
panies and other immortals who do not 
suffer death and its consequential inherit- 
ance taxation. 

The switch in favor of equities has 
given rise to temporary over-buying from 
time to time but, in the long run, capi- 
tal growth and sustained dividends have 
justified it. Government borrowing is un- 
likely to drop in the foreseeable future 
and a deliberate policy of competitive 
interest rates or the employment again 
of a raised bank rate as an instrument 
of monetary control may restore the 
funds into favor, especially as there are 
signs of the supply of acceptable equities 
falling below demand. 

The steady growth of equity invest- 
ment since the war is a mark of public 
confidence in the resilience of Britain’s 
commercial, industrial and mercantile 
enterprise. Even so, the impressive post- 
war recovery has not restored its ancient 
glory. A great change has overtaken us. 
As a nation we no longer hold vast in- 
vestments abroad. We must balance our 
books from year to year, or try to do so. 
What has been achieved would have 
been impossible but for rapid advances 
in technical efficiency and business and 
managerial competence. The new em- 
phasis on technical and business effi- 
ciency is itself a significant change 
creating an overtone in all economic ac- 
tivity including farming, forestry and 
the pursuits of the land. 

In 1942 the farmers of England and 
Wales owned 4,500 track-laying tractors, 
84,200 wheeled tractors and 790 combine 
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harvesters; by 1956 these figures had 
swollen to 15,950 track-layers, 347,950 
wheeled tractors over 10 h.p. and 31,020 
combine harvesters, At constant prices 
the total capital in the United Kingdom 
vested in agricultural machinery in- 
creased 168% over the 1937-38 level by 
1952-53—a figure which entirely dwarfs 
the next highest increase over that period 
of 36% in the value of harvested and 
growing crops. * 

Of more obvious relevance to the fu- 
ture of the land is the recent upward 
thrust of rents. Farm rents hardly altered 
at all during the war years. A recent sur- 
vey of farm rents in England and Wales 
shows a rise in the national average rent 
of no more than 11% between 1938 and 
1945. After 1945 rent increase accelerat- 
ed but had made no more than a 72% 
advance by 1957. Farming net income 
over the same periods put on 267% and 
194% respectively—a total increase of 
461% against a rent movement of 83%.5 
The latest Agricultural Holdings Acts in- 
structing arbitrators to pay attention to 
market conditions when assessing rent 
will, it has been estimated, ® probably ad- 
vance the national rent bill of England 
and Wales some 15%. But the confidence 
the new law has already given to land- 
owners is manifest in a greater readiness 
to let land. 


The hired farms market is awakening. 
Keen bidding will undoubtedly take the 
national rent bill far above this fifteen 
percent. Moreover, the evidence for fu- 
ture price stability contained in the 
Third Cohen Report? suggests that the 


«Stephen Cheveley and Owen Price, Capital in United 
Kingdom: Agriculture, Present and Future (London, England: 
Netherhall Press, 1955), p. 16. 

5Donald R. Denman and Vivienne F. Stewart, Farm 
Rents (London, England: George Allen and Unwin, 1959, 
p. 172. 

* Op. cit., p. 184. 

7 Council on Prices, Productivity and Incomes, Third 
Report, 1959 (London, England: Her Majesty’s Stationery 
Office, 1959), p. 23. 


figures in rents will not be wholly nulli- 
fied from the landlord’s point of view 
by a corresponding jump in maintenance 
costs. 

Stability in Economic Affairs. Between 
the two world wars British agriculture 
foresook free trade for protection. This 
deep-rooted change is apparent only over 
a long period. In the short period of the 
last generation the country has grown 
accustomed to a protected agriculture 
and accepts it as part of the established 
order. A move back to free trade would 
today be as fundamental a change as was 
the introduction of protection in the 
inter-war years. Nevertheless, Britain 
still has her free trade advocates. Argu- 
ments are propounded from theory and 
“economic models” in support of what 
is called a small agriculture. But no gov- 
ernment, whatever its political coloring, 
is likely to risk these theories too far in 
practice while the present unrest and 
uncertainty among nations continues 
and the memory of the last world con- 
flict is green. Britain will look upon her 
agriculture as of prime national conse- 
quence, both economically as an aid to 
the balance of payments and strategically 
as a fourth line of defense. Some folk 
are haunted by the prospect of primary 
producer countries developing into high- 
ly industrialized nations and ceasing to 
take Britain’s industrial exports and thus 
forcing her back on home agriculture. 
If this ever came to pass all international 
trade would stop. However industrially 
developed the present great primary pro- 
ducers may become, their physical vast- 
ness and abundant natural resources will 
always give them a relative advantage as 
primary producers over the teeming is- 
land of Britain. The only alternative 
for Britain is sweeping immigration, a 
reversion to her 13th-century agrarian 
economy. Adam Smith’s dictum has still 
its practical sense: trade among nations 
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is basically dependent upon differences 
of production, each contributing to the 
common pool of trade the wares which 
through natural endowment of resources 
and genius it is best able to produce. 
Clearly now and for some time to come 
Britain must continue to exchange in- 
dustrial commodities for primary prod- 
ucts. A cheap breakfast table on the one 
hand and an expanding and productive 
agriculture on the other will mean the 
continuation of subsidies and other price 
deficiency payments for agriculture. 

The near future will inherit from the 
present a protected agriculture in a wel- 
fare state and the inevitable concomitant 
—an uncomfortably high level of tax- 
ation. Himalayan taxation is as much a 
tool of government as it is a fiscal neces- 
sity. The higher the taxation the more 
sensitive are taxpayers to concessions and 
reliefs and the more perfectly can the 
government employ fiscal policy to an 
executive purpose. Death duty conces- 
sions and rate rebates have long been 
used to encourage investment in agricul- 
tural land and farming enterprise. To 
this company of hardened, well-tested 
veterans the government has recently 
added the capital expenditure allowance. 
These basic features of Britain’s present 
taxation policy are likely to remain for 
many years to come. 

Change in Social Ideas. The social 
implications of landownership are close- 
ly associated with the age-old question 
of private property. Frequently a zealous, 
energetic and vociferous minority can 
appear falsely to represent a majority 
opinion. At the beginning of the pres- 
ent century an impassioned radical mi- 
nority gave the impression that anti- 
landlordism was widespread. Lord Ernle 
writing of that time says: “Financially 
crippled by recent taxation, landlords 
are assailed with increasing vehemence. 
The attack upon the system of land- 


tenure which they represent derives fresh 
strength from the poverty to which they 
are reduced by increased taxes. They 
have not the command of money neces- 
sary either to give fair play to the system 
or to supplement it by creating small 
tenancies. At the same time the attack 
is no longer aimed at them only as rep- 
resentatives of a system or as members 
of a class. The personal element is in- 
troduced; venomous tongues attempt to 
poison the crowd against them as indi- 
viduals.” § 


Probably at no time in the sixty years 
of this century has anti-landlordism been 
a truly popular vogue. It waxed strong 
in immediate post-war years but today 
there are signs of a definite change of 
attitude. An antipathy toward the pri- 
vate landlord is turning into a genuine 
fear of the state landlord. Note the sud- 
den change in the housing proposals of 
the Socialist Party. Fearing adverse re- 
action to their proposals for house 
municipalization the Socialists have at- 
tempted to counter it by offering to sell 
back to the tenants the compulsorily ac- 
quired houses.® Another indication of a 
changed public opinion is the lengths to 
which advocates of land nationalization 
go today in framing a case against the 
continuation of private landlords. John 
Mackie’s recent memorandum is a good 
illustration. !° He argues from statements 
and premises which he does not (and I 
believe cannot) substantiate by demon- 
strated and proven fact. The sustained 
and growing demand for farms to let is 
itself evidence of the readiness of farm- 
ers to accept the landlord-and-tenant sys- 


*Lord Ernle, English Farming, Past and Present, fourth 
edition (London, England: Longmans Green & Company: 
1927), p. 396. 

*Cf., The Labour Party, Homes of the Future: A Socialist 
Policy for Housing (London, S.W.1., England: Transport 
House, 1956); and, Dividing the Spoils, (London, England: 
The Estates Gazette, 1959). 

10 John Mackie and Harry Walston, Land Nationalisation, 
For and Against (London, England: Fabian Society, 1958). 
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tem in private lands as something to be 
welcomed or at worst not eschewed. 

That greater flexibility in the relation- 
ship of landlords and tenants both of 
agricultural and other property has been 
introduced by current legislation is an- 
other indication of the welcome change 
of heart. Strict security of tenure, the 
hall-mark of post-war policy, was rapidly 
turning the rural landlord into a mere 
rentier, a somewhat despicable character. 
Public opinion, by restoring in some 
degree the landlord’s managerial respon- 
sibility, has shown a saner, more just 
and better balanced attitude of mind. 

Another social change quite different 
from those just mentioned is the tend- 
ency to transform the back alleys and 
mean streets of great cities into good resi- 
dential areas, especially in the metrop- 
olis. In this is an ebbing of the tidal flow 
from rural to urban life. Those who 
would have a foot in the city wish also 
for a field in the country. At the same 
time in another sector of society, at a 
lower depth so to speak, the old drift 
from the land, the lure of the city lights 
‘drawing whole families from the green 
valleys to the “gritty paving stones” is as 
strong as ever. 

A change, different again, and so new 
that many will not have noticed it nor 
contemplated its significance is the broad- 
ening of the small investor’s stake in big 
property through the rapid growth of 
public property companies. 

Stability in Social Ideas. Landowners, 
whether peasants, family-farm men, Eng- 
lish squires or Scottish lairds, are in- 
clined to be conservative in outlook. 
Close intimacy with nature provides 
more than half the explanation. She, the 
most unprogressive force in this and any 
age, acts in deliberate, regular cycles and 
seasons indifferent to the passing years. 
Men who would work with her have to 
obey her ordinances. Minds become ac- 


customed to thinking perennially, mov- 
ing cautiously, and are suspicious of 
change lest it be mere caprice. Traits 
so formed make for stability, individual 
and communal, a wholesome attribute 
but not without its dangers. Landowners 
in the past have been too set in their 
mind to comprehend great changes oc- 
curring elsewhere in society and too slow 
to adapt themselves to the protean moods 
of history. 

For generations in Britain the owner- 
ship of landed possessions carried with 
it social obligations, often heavy, inevita- 
bly altruistic in their implications, which 
saved the landowner from living unto 
himself. A recent study of the induce- 
ments moving owners of large agricul- 
tural estates to retain their properties 
shows how strong, even today, is this 
sense of responsibility,’! both to con- 
temporary society and to the generations 
of ancestors long past. Here is stability, 
a rock-like quality. Along with it goes 
an unfeigned love of the land, a whole- 
some inclination of the heart, ingrained 
in the character of the majority of land- 
owners. 

Social responsibility and its discharge 
engendered in the past a regrettable 
aloofness, bordering on disdain towards 
any activity associated with landowning 
that smacked also of business, commerce 
or trade. In those palmy days it was un- 
derstandable, perhaps excusable and, to 
say the least, it could be afforded. This 
pharisaical conscience lingers on today 
and now is an absurd posture that can 
do nothing but harm landowners and 
all who are dependent upon them. On 
the other hand, from the 16th century 
until today mercantile and commercial 
wealth have supported agricultural es- 
tates, and landowners have divided their 
fortunes between the land and their 


11 Donald R. Denman, Estate Capital (London, England: 
George Allen and Unwin, 1957), p. 113. 
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other commitments. Today landowners 
tend to divide a private fortune between 
agricultural land and other assets on a 
rough 50-50 principle. ! 

Another age-long trait of character un- 
diminished today is the landowner’s dis- 
inclination to borrow money against the 
security of his title deeds. Mortgage bur- 
dens alter; there have been times when 
estates were more heavily burdened by 
mortgages than at other times. In general 
the very lack of land-banks and similar 
credit institutions in Britain is an indica- 
tion of the landowners’ reluctance to 
borrow against land titles. Recent esti- 
mates (1954) provide a more precise 
pointer: the total loans outstanding to 
the Agricultural Mortgage Corporation, 
the Scottish Agricultural Securities Cor- 
poration, Ltd. and the Lands Improve- 
ment Company for land purchased and 
improved amount to no more than 2% 
of the estimated total value of agricul- 
tural land in the United Kingdom. 
These then are the sign-posts to the road 
ahead. Where do they point? 


The Consequences 


Small Estates and Institutional Owner- 
ship. A useful starting point for deduc- 
tion is the mounting demand for capital 
to finance technical progress in agricul- 
ture. The great post-war investment in 
agricultural machinery and mechaniza- 
tion took place simultaneously with the 
decline in the number of rented farms. 
The sustained demand for let farms is 
sufficient proof that the increase in own- 
er-occupied holdings was not entirely due 
to a prevailing preference for it. Thou- 
sands of tenants have bought their farms 
because the post-war tenurial policy gave 
them no option and provoked landlords 
to turn leaseholds to freeholds. Now that 
security of tenure is less rigid the supply 


12 Denman, op. cit., p. 67. 
18 Cheveley and Price, op. cit., pp. 14, 26. 


of let farms may well increase. The cap- 
ital needs of agriculture will stimulate 
the demand for let holdings, for on these 
the landlord shoulders the burden of 
capital provision with the tenant farm- 
er. Other factors on the demand side 
making the immediate future propitious 
for a reflux of the tide of owner-occupa- 
tion and an increase in the number of 
rented farms are the fairer social coun- 
tenance towards landlordism, the land- 
owner’s reluctance to mortgage his title 
deeds heavily and the general lack of 
enthusiasm for schemes of tenurial co- 
operation. Although statistics are want- 
ing it is well known that some of the 
more progressive farmers of today have 
recently sold their freeholds and taken 
leases from the purchasers. The fact that 
a close affinity sometimes exists between 
the tenant and landlord on these trans- 
actions does not alter the verdict of the 
evidence. As a single and significant il- 
lustration of the same trend may be cited 
the recent letting of 6,000 acres as a 
single unit. 

Land “in hand” is assessed to income 
tax on a profit-and-loss principle, expen- 
diture on repairs and certain improve- 
ments is included among the yearly 
outgoings and full tax relief is gained 
for the year of assessment. This taxation 
principle has encouraged landowners in 
the past to farm their own land. Ulti- 
mately, although more slowly, full allow- 
ance is made for repairs where land is 
let and taxed on a rental revenue princi- 
ple. Stabilized maintenance costs will 
lessen the disadvantage of let land, and 
rising rents and the mounting demand 
for capital on land farmed may well tip 
the advantage in favor of let land and 
encourage landowners to hire out their 
land to tenants rather than farm it them- 
selves. Coincident with the conditions 
which will make propitious a revival of 
the leasehold farm will be the slow wear- 
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ing away of private fortunes by the 
continuing imposition of death duties. 
Smaller fortunes will ultimately curtail 
the ability of private persons to match 
in the future the investment in agricul- 
tural land of past years. As has been seen, 
the process of attrition is relentless. Its 
pace, however, will depend upon wheth- 
er or not the economy is in inflation, 
deflation or stable. 

This consequence of the state of the 
economy is not widely appreciated. Some 
suffer under the hypnosis of inflation 
and suppose that an inflationary economy 
with its rising monetary values must mit- 
igate the adverse effects of death duties 
since the appreciation of capital value 
goes a long way, if not all the way, to 
offset the lost death duty levy. This is 
true but the cumulative effect of death 
duty at the present rates of levy is more 
devastating in an inflationary economy 
than in any other. Hypothetical figures 
given in Table I indicate the cumulative 
effect of death duties on the physical 
size of landed estates over two genera- 
tions, each of 25-years’ duration, i.e., 
1935-60, 1960-85. 


Happily, the landowner’s sense of re- 
sponsibility to his forebears, love of his 
inherited land and the perfectly lawful 
granting of it inter vivos to a rising gen- 
eration will retard somewhat the crum- 
bling process. Of some 2,750 estates 
recently studied, approximately one- 
third in number (and a much higher 
proportion in the number of larger es- 
tates) were estates whose titles had re- 
mained in the same family from before 
the imposition of modern estate duty. ' 
Gifts inter vivos will, alas, not stop the 
wearing away of estates altogether. We 
must therefore count in the future upon 
smaller estates, albeit of let land, in the 
hands of private persons. 


Acree 
age 





Net 
Value 
£ 


289 ,000 |3,210 
355 ,000 |1,980 





Death 
Duty 
£ 
161 ,000 





Inflation (vacant possession) 


Value of 
Estate 
£ 
100 ,000 





Acre- 
age 
5,000 





Net 
Value 
£ 
168 ,000 | 3,350 | 450,000 





119,000 | 216,000 | 2,160 | 578,000 | 223,000 


Death 

Duty 
£ 

82,000 


Inflation (land left) 





Estate 
£ 
100 ,000 
250 ,000 


Value of 
335 ,000 





Acre- 
e 
5,000 


168 ,000 | 3,350 
52,300 | 2,610 


| OSenor| 





Net 
ny 





Deflation 
82,000 
14,700 


Death 





100 ,000 
250 ,000 
67 ,000 


Value of 





Acre- 
5 ,000 





75,250 | 3,760 
58,700 | 2,930 


Net 


é 
5 
a 
i] 
a 
z 
< 
J 
ee 
° 
wa 
SY 
wa 
K 
z 
° 
E 
Qa 
= 
Be 
< 
2] 
i=) 
be 
° 
<3] 
I 
< 
& 
a 
z 
< 
> 
= 
° 
Zz 
° 
o 
w 
a 
= 
& 
he 
° 
z 
c 
E 
a 
z 
° 
1 
& 
— 
=] 
< 
B 





Stability 
Death 
24,750 
16 ,540 





Value of 
100 ,000 
100 ,000 

75,250 




















1935 
1960... 
1985 
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More flexible tenancy arrangements 
and rising rents will make agricultural 
land a more favorable proposition to the 
serious investor than it has been for gen- 
erations, Institution funds, hunting as 
they are for sound investment in an 
equity market of short supply will prob- 
ably turn towards agricultural land. 
There is no reason to suppose that tenant 
farmers are, or would be, adverse to en- 
lightened institutional landlords. Noth- 
ing will move quickly. All that is here 


59 


prescient is a gradual transfer of owner- 
ship from personal owners to charities 
and other institutions. There is room 
enough. Statistics of landownership are 
wanting but recent surveys of estates and 
especially the Farm Rent Survey of 1956- 
58 have provided data from which an 
estimate of the proportionate distribu- 
tion of let land in England and Wales 
has been made. The figures are given in 
Table II. 


TABLE II—Estimatep PERCENTAGE DistRiBUTION OF LET AGRICULTURAL LAND IN ENGLAND AND WALES 
BY EsTaTE SizE AND OWNERSHIP PERSONALITY: 1957 
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It is not unreasonable to envisage the 
arrival of public property companies 
among the institutions investing in agri- 
cultural land. Hitherto, public property 
companies have been understandably shy 
of agricultural property. Popular de- 
mand for their shares has multiplied 
their numbers and observers are won- 
dering where the land will be found to 
go round. If the boom is sustained it 
will surely stimulate investigation of new 
fields of property investment and the 
healthy upturn of farm rents may catch 
the eye of public company directors, 
lend them confidence and embolden 
their attitude towards agricultural land. 
Reduced personal fortunes will be an 
additional force acting in the same di- 
rection, stimulating the demand for 


small-stake investments in agricultural 
land through the share registers of pub- 
lic property companies. Competitive in- 
terest rates designed to attract investment 
in government funds and to divert it 
away from equities may temporarily 
draw institutional investors away from 
agricultural land. Competitive interest 
will, however, tend to raise the price of 
money available for investment. A slack- 
ening demand for agricultural land 
from the institutional market will mean 
a drop in the supply of farms to rent. 
High money prices and a shortening sup- 
ply of farms to rent will eventually stim- 
ulate rental increase and restore the 
attractiveness of agricultural land as an 
investment for institutional buyers. 
The attraction of agricultural land as 
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an investment, like other investments, 
depends among other things on the rate 
of return on capital and the propensity 
for capital appreciation. Return on agri- 
cultural land is, and has been exceeding- 
ly low. Low rents and high maintenance 
costs are in large measure the culprits 
but sustained demand for land and the 
consequential high prices are contribu- 
tary causes. Much agricultural land lies 
in what may be termed the residential 
market where little or no heed is taken 
of the ratio of income to capital outlay; 
this fact accounts in part for the vigor 
of the demand for agricultural land. An- 
other stimulus is the desire to hold agri- 
cultural land for the tax concessions it 
bestows; here also the ratio of income 
to capital outlay is of little consequence. 

These two elements, while stimulating 
the demand for and raising the price of 
agricultural land, have also livened the 
prospects of capital appreciation. Capital 
appreciation of this kind, however, is an 
intangible benefit. It cannot be appre- 
hended until the land is sold. Where im- 
proved values are due to the demand for 
farms and estates for residential pur- 
poses, capital appreciation is conditional 
upon vacant possession and hence fre- 
quently takes place on a relatively small 
parcel of land. To apprehend increment 
of value of this kind, an estate has to be 
reduced or split up, a possibly worth- 
while policy for a private resident owner 
but of questionable merit to a company 
or institution investing in land on a 
long-term prospect. The demand for 
agricultural land for residential and 
amenity purposes in the future is likely 
to affect the attractiveness of it as an 
investment in the eyes of company direc- 
tors and managers of institutions. Not 
that the pull of the residential demand 
will stop institutional investment alto- 
gether: it will merely curtail its dimen- 
sions. It should be borne in mind that 


capital appreciation through improved 
values is vulnerable to monetary policy. 
If, as may well be the case, interest rates 
have to be raised in the future to halt 
inflation, investors are going to be in- 
terested more in income than in capital. 
Should such a situation develop, the 
rising rents of agricultural land will 
recommend it to serious investors seek- 
ing long-term income stability or growth. 

Another side to the ownership of rural 
estates should not be overlooked. On a 
large rural estate, income from agricul- 
tural rents is actually or potentially one 
among a number of sources of income. 
Forestry, timber-workings, quarrying and 
similar enterprises can appreciably aug- 
ment income. Capital, business acumen 
and administrative ability are required 
to initiate and develop them. Unlike 
capital appreciation from residential and 
tax-concessional demand these enter- 
prises can build up capital of immediate 
tangible worth, an increasing sum of 
real assets, while the estate is kept in- 
tact. Indeed the more compact and in- 
tegrated an estate of divers parts and 
activities is, the more successful will be 
its development and the exploitation of 
its resources. 

Smaller estates and the spread of in- 
stitutional ownership and migration of 
working-class families to the cities will 
accelerate the decline of the great coun- 
try houses, The anticipated quickening 
of the movement of city dwellers to a 
“place in the country” is not contradict- 
ed by this. The decline of the old and 
the influx of the new will mean modifi- 
cation of rural domestic architecture, 
houses on a smaller scale in conformity 
with slender estates and the residential 
demands of the new “bonnet lairds.” 

A picture emerges of the future which 
in broad feature is one of relatively 
small estates (predominantly residential 
and inclined to let land rather than farm 
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it “in hand”) , of owner-occupied farms, 
and of large estates in institutional own- 
ership. Emphasis for the latter will be 
on business enterprise demanding new 
managerial insights and new techniques. 
Business efficiency indeed will tend to 
become a common characteristic of land- 
ownership whatever the character of the 
estate may be. The tenor of the nation’s 
economy will see to this, Governments 
who support agricultural landownership 
by capital grants will have a vested in- 
terest in higher rents when year by year 
farm prices are reviewed. For a like rea- 
son they will be wary of, perhaps intol- 
erant of inefficient management of land. 


Possible Alternatives 


If farm rents do not continue to rise, 
if equity markets do not suffer from 
short supplies, if landowners and their 
advisers look backwards instead of for- 
wards, if in short the entire premise of 
the foregoing arguments were, by the 


turn of events, seen to be based on wrong 
assumptions, the dominant form of the 
ownership of agricultural land in the 
long future would, but for one radically 
different alternative, almost certainly be 
owner-occupation in comparatively small 
proprietorships. The radically different 
alternative is nationalization of the land. 
This was in mind when in the opening 
remarks a hint was dropped of the possi- 
bility of a “root and branch” substitu- 
tion following upon swiftly moving so- 
cial events, Radical change of this kind 
can come about only if public opinion 
and the legislature accept and act upon 
the tenets of socialism. Slow moving con- 
sequences of the stresses and strains of 
the present proprietary order could not 
effect it. An external political force 
would need to break in upon existing 
circumstances. Owner-occupation and na- 
tionalization are two possible alternatives 
which should be recognized in any pros- 


pect of the future and this article would 
be incomplete if it did not briefly men- 
tion them. 

Owner-Occupation Economy, Owner- 
occupation is the dominant principle of 
land tenure in peasant countries and in 
the technically advanced economies of 
the United States and Denmark; and it 
plays no small part in British agricul- 
ture. Undoubtedly, therefore, it has 
much to commend it. 

Owner-occupation of farm land may 
in general and, from the standpoint of 
national tradition and political consti- 
tution, be economically, socially and 
ethically superior to leasehold occupa- 
tion. Whether it is so or not is a funda- 
mental question, abstract in quality. This 
paper is not concerned with such, but 
with the near prospects for the future 
ownership of rural land in Britain. What 
chance is there of the post-war movement 
towards owner-occupation continuing un- 
til a full-scale change has been achieved? 

What has been written here answers 
the question by speculating upon the 
merits of the landlord-and-tenant system 
and the portentous signs of its survival 
in the near future. The argument can 
be supported also by brief consideration 
of the disadvantages of owner-occupation 
to British economy at the present time 
and in the near future. 

Agriculture in Britain as elsewhere is 
confronted with the prospect of a short- 
age of capital for technical development. 
Capital in agriculture should be thought 
of as falling into two compartments: 
what the Danes call “ground-capital” or 
the capital assets in land and buildings; 
and farming capital, invested in live and 
dead stock, crops and cash. Under the 
landlord-and-tenant system at present in 
vogue in Britain, ground-capital is pro- 
vided by the landlord. A wholesale 
switch to owner-occupation would there- 
fore precipitate a capital crisis, Farmers 
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would have to find all the capital needed 
to purchase their land and equip it with 
buildings and to this extent their farm- 
ing enterprises would be deprived of 
financial resources needed to expand. 
Being owners of the land they could 
mortgage it but debt-piling in this way 
goes against the grain at present with 
the typical farming landowner; as a 
farmer he would rather rent his land 
than see it heavily mortgaged. Moreover, 
mortgage interest rates will for some 
time, on average, represent a higher 
periodic cost to the farmer for land and 
buildings than rent; an owner-occupier 
is likely to pay 5 percent or more on cap- 
ital borrowed by pledging his title deeds 
while a corresponding charge by way of 
rent is 1 percent on capital.’ Rising 
rents will of course close the gap but 
there is a long way to go. Interest pay- 
- ments apart, substantial mortgage equities 
would have to be found from personal 
resources which otherwise would be 
available for financing farming enter- 
prises. 

In an owner-occupier economy the 
. residential element in the farm property 
market would perhaps be more notice- 
able than it would be in a leasehold- 
dominant economy and the consequent 
high prices for farmland would aggra- 
vate the farmers’ financial problem. 
Without residential landlords there 
would be no channel through which the 
indifference of the resident landlord to 
competitive dividends from agricultural 
investment could be passed on as bene- 
fit to the farmer. 

Future technical developments will 
require flexibility in farm size. Freehold 
boundaries in Britain are more firmly 
established than the leasehold bound- 
aries and hence more difficult to alter. 
Leaseholds, therefore, recommend them- 


15Donald R. Denman, Estate Incomes (Cambridge, 
England: Cambridge University Press, 1955), p. 22. 


selves on this score as better able than 
the family freehold to meet the demands 
of a technically expanding agriculture. 

Land will change its tenure from time 
to time and leaseholds give way to free- 
hold farms in occupation. Many farms 
will perhaps pass through a period of 
owner-occupation on their journey to 
being leaseholds under institutional 
landlords. But the obvious merits of the 
contractual tenant system in the eyes of 
the typical British farmer is likely to 
secure its dominant place in the future 
economy of agriculture whoever the 
landlords may be. 

Land Nationalization. It is not the 
purpose of this article to trace the argu- 
ments for and against nationalization of 
the land. Land nationalization is a pos- 
sible future alternative to private own- 
ership by owner-occupiers and landlords 
and what is relevant here is the proba- 
bility of it being the form of landowner- 
ship in the future. 

Space permits only the briefest obser- 
vations. State ownership of the land 
would mean radical social and economic 
change in Britain and will come about 
only if public opinion wills it through 
properly working democratic processes. 
On the assumption that Britain democra- 
cy will remain a true political democracy 
the question becomes one of public 
opinion. 

Public opinion at the present moment 
is strongly opposed to nationalization in 
principle. The stage is ill set for the 
furtherance of the process because ex- 
periments carried out so far in industry 
have not been convincing. The subtle 
difference between the nationalization of 
an industry and nationalization of the 
land is not likely to register in the public 
mind in a way which will lead to the 
two processes being recognized as differ- 
ing and separate issues. Land nationali- 
zation and the nationalization of industry 
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are and will probably continue to be, 
in the public view, at the most, a variant 
of a particular discredited principle. 

Opinion, however, may alter. Both 
negative and positive forces are on the 
side of change. A positive force is an 
ability to place before the public what 
appear to be telling and, in the light of 
their own evidence, well-argued reasons 
for land nationalization. John Mackie 
has recently argued the case from what 
he calls “a purely practical point of view” 
making out that the case for land nation- 
alization is patent economic common- 
sense irrespective of political doctrine 
and purpose. '¢ 

Three attitudes of mind comprise the 
negative force. One is a naive notion 
which comforts those who indulge it by 
imagining the task of land nationaliza- 
tion to be too large an undertaking, too 
financially and socially disturbing for 
any government to undertake. This atti- 
tude is dangerous to the cause of those 
who adopt it because it renders them in- 
active against the positive votaries of 
state ownership. Less risk would be. run 
if the grounds for comfort were more 
sure. Land nationalization would prob- 
ably be financially and socially disturb- 
ing for a time but there is no need to 
follow a thorough-going Marxism to 
achieve it: the authorities could add a 
land-purchase redemption fund to the 
long list of government funds and issue 
bonds to landowners, either in a single 
transaction or by installments in lieu of 
their land titles. 

A further negative attitude is that 
which fails to probe into the arguments 
and facts of the land nationalization case 
as they are presented from time to time. 
Careful scrutiny of the facts and reflec- 
tion upon the arguments invariably 
reveal radical weaknesses which if ex- 


16 Mackie, loc. cit. 


pressed would confound the arguments 
entirely. Lord Addison, writing in the 
early 1940’s on the future of agriculture, 
supported his case for land nationaliza- 
tion on an estimate of £250 m. as the sum 
required to provide adequate fixed equip- 
ment, apart from drainage. 17 He argued 
that it would be hopeless to expect the 
agricultural industry to provide such a 
sum. Experience has largely disproved his 
thesis. Landowners found approximately 
£236 m. from 1948 to 1957 and invested 
it in new and improved farm buildings 
and similar work.?® John Mackie in the 
memorandum just referred to writes: 


“If a reasonably equipped farm comes on 
the market, it will make a rent of up to £5 
per acre, and in some cases more, but the 
average rent for farms in this country is 
far less than half this. Therefore, if rents 
were generally increased to an economic 
level, it would be an added incentive to in- 
crease production. This increase of rent can 
be done only on a national basis, again an- 
other strong point for the public-ownership 
of land.” 


He is arguing that private landlords 
are indifferent to the maintenance and 
improvement of their land and hence 
hesitant to put up the rents of farms to 
an economic level, which, by implication, 
he suggests should be £5 per acre on 
average. Nowhere does he acknowledge 
the millions of money, mentioned above, 
generously and courageously expended 
on the land in post-war years by the pri- 
vate landlords. He seems oblivious of the 
fact that post-war legislation had power- 
fully restrained the movement of farm 
rents. If it had not done so the average 
rent per acre today may well have been 
£5. At this rent landlords would have 
had no difficulty in paying for mainte- 


17Lord Addison et al, Programme for Agriculture, Brian 
Vesey Fitzgerald, ed. (London, England: Joseph, 1941), 
. 44, 


18 Central Statistical Office, National Income and Expendi- 
ture, 1958 (London, England: Her Majesty’s Stationery 
Office, 1959), p. 59. 
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nance and improvements out of rental 
revenue. Estimates of the amount of cap- 
ital needed to meet outstanding require- 
ments for farm buildings as they were 
in the years 1954-1956 put the figure for 
England and Wales in the neighborhood 
of £300 m. This sum borrowed from the 
Agricultural Mortgage Corporation could 
be repaid over ten years, principal and 
interest, for an outlay of £1. 11s. 5d. per 
acre. Add to this the liberal figure of 25/— 
per acre for repair and management, and 
40/— per acre as interest at 4% on an 
average value of £50 per acre and a sum 
of £4. 16s, 5d. per acre is obtained; this 


figure leaves the landlord 3/ 7d. per acre 
to the good from a rent of £5 per acre. 


The third negative attitude is the lack 
of published arguments making known 
the evidence which demonstrates the 
present and future advantages of private 
ownership. 


Land nationalization if it comes at all 
in the future will do so only as an out- 
come of a mighty stirring and change in 
public opinion, provoked and promoted 
by the polemics of ardent enthusiasts 
whose specious arguments are allowed to 
run unchallenged and unrebutted. 
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Some Aspects of Forest Taxation Under the Forest 
Crop Law and Under the General Property 
Tax in Wisconsint 


By CHARLES F. SUTHERLAND, JR., and ELLIS T. WILLIAMS* 


OREST landowners in Wisconsin 

have, in general, two alternatives 
open to them for the payment of local 
taxes. They may classify their lands un- 
der the Forest Crop Law as amended, 3 
or they may leave their lands subject to 
the general property tax. At present less 
than 5 percent of the commercial forest 
land in private ownership in the state is 
under the Forest Crop Law; more than 
95 percent remains subject to the prop- 
erty tax. 

In this study aspects of each system 
are analyzed, and revenues from the two 
types of tax are compared. The study is 
limited to forest properties in northeast 
and central Wisconsin. 

Part I analyzes the impact upon net 
forest income of both the yield tax (For- 
est Crop Law) and the property tax. 
Nine case studies representing different 
forest types and timber size classes show 
the ratio of taxes to net income before 
taxes over a timber rotation. Findings, 
summarized in Table I, show that in 
many cases taxes absorb a major portion 
of the entire anticipated net income and 
sometimes all of it. Little or no evidence 
was found to support a tax increase. On 

+ This study was initiated at the request of the Wis- 
consin Conservation Commission and was conducted by 
the Lake States Forest Experiment Station, Forest Service, 
United States Department of Agriculture, in cooperation 
with the Wisconsin Conservation Department. An advi- 
sory group from state and industrial agencies, named by 
the Conservation Director, reviewed the procedure and 
the final results. 

* Staff members of the United States Forest Service: 
Mr. Sutherland at the Lake States Forest Experiment Sta- 
tion maintained at St. Paul 1, Minn., in cooperation with 
the University of Minnesota; and Mr. Williams at the 
Division of Forest Economics, Washington, D. C. Mr. 
Sutherland is now Assistant Professor of Forest Manage- 


ment, Oregon State College, Corvallis. 
1 Wisconsin Statutes 77.01 to 77.15. 


the contrary the existing tax burden 
upon forest owners, when related to the 
earning power of the forest, appears ex- 
cessive. 

Part II analyzes the average tax reve- 
nue per acre from forest land under the 
yield tax and under the property tax. 
The yield tax averaged 21 cents per acre 
of forest land annually as contrasted 
with 28 cents for the property tax. 

In Part III, published data of the 
State Tax Commission are used to com- 
pare assessment ratios under the prop- 
erty tax for forest land and other classes 
of real estate. Findings show the timber 
and cutover land classifications to be 
assessed substantially higher relative to 
market value than other types of real 
property. 

Part IV analyzes the influence of the 
following four factors upon the assessed 
value of forest land under the property 
tax: distance of owner’s residence from 
the tract, size of tract, value of tract, and 
size of timber. The first two factors were 
found to have little effect upon the level 
of assessment. The value of the tract, 
however, with which size of timber is 
closely related, does have a marked in- 
fluence upon assessment levels. 


I — The Impact of Alternative Tax 
Systems Upon Net Forest Income 


The Wisconsin Forest Crop Law pro- 
vides for four types of tax payment, two 
by the forest landowner and two by the 
state, First, the forest owner pays each 
year to the county a fixed tax (amount- 
ing in most cases to 10 cents per acre) 
on all lands classified under the law. 











66 LAND ECONOMICS 


This annual bare-land tax for the sup- 
port of local government is known as 
the “‘acreage share.’’ Second, the owner 
at time of timber harvest pays to the 
state a tax of 10 percent of stumpage 
value. This is referred to as the “sever- 
ance tax.” Third, the state advances each 
year to the county a fixed payment of 
10 cents per acre as compensation for 
property tax revenue foregone by reason 
of lands being classified under the Crop 
Law and thus removed from the prop- 
erty tax rolls. This annual state payment 
is known as “acreage aid.” Fourth, the 
state pays to the counties from time to 
time any excess of severance tax collected 
on a particular tract over and above the 
sum of annual acreage aid advances ac- 
cumulated at 5 percent simple interest. 
Such payments, as yet relatively infre- 
quent, are known as “surplus severance 
tax.” 


The present study stemmed from pro- 
posals to increase the annual “acreage 
share” of 10 cents per acre to say, 20 
cents or 25 cents per acre. Some saw a 
basis for such an increase because of 
changes in the general price level over 
the 30-year period since enactment of 
the Crop Law in 1927. On the other 
hand, evidence was lacking as to the 
validity of the 10-cent figure in the first 
place. 

To measure the impact of local taxes 
upon the forest landowner the tax ratio 
was adopted as a convenient yardstick. 
The tax ratio may be defined as the ratio 
of taxes to net income before taxes both 
compounded or discounted, as the case 
may be, to the same point in time and 
both covering the same income cycle. ? 
To find the “bite” out of net income 
that local taxes are now taking can be a 
useful way to judge the merits of pro- 


2Fred Rogers Fairchild and Associates, Forest Taxation 
in the United States, United States Department of Agri- 
culture Miscellaneous Publication No. 218, 1935, p. 43. 


posals to increase such taxes. 

Tax ratios were determined under 
each of three tax assumptions for nine 
case studies representing different forest 
types and timber-size classes. These case 
studies reflected conditions upon actual 
40-acre tracts considered typical of large 
areas of forest throughout the state. One 
case study, for example, dealt with oak 
poletimber, a common species-stand size 
combination in central and northern 
Wisconsin. 


In addition to the calculation of tax 
ratios, the residual net income available 
under certain assumptions for payment 
of acreage share was found for the same 
40-acre tracts. It was believed that this 
determination would provide further 
evidence by which to judge the merits 
of an increase in the acreage-share tax. 


(A) Determination of Tax Ratios 

Three Tax Assumptions, First, it was 
assumed that the respective 40-acre tracts 
were entered under the Forest Crop Law, 
regular classification. The regular classi- 
fication (as contrasted with the special 
classification referred to in the following 
paragraph) is applicable to forest land 
located within forest fire protection dis- 
tricts. The regular classification accounts 
for some 90 percent of Forest Crop Law 
entries. Under the regular classification, 
as stated earlier, the forest owner pays 
an annual acreage share of 10 cents per 
acre and, in addition, at time of harvest 
pays a tax of 10 percent of the stumpage 
value of the timber cut. Second, it was 
assumed that the respective forties were 
entered under the Forest Crop Law, 
special classification. This classification 
applies to forest land outside of fire pro- 
tection districts and comprises for the 
most part farm woodlots located in the 
more southerly portions of the state. The 
forest owner under special classification 
pays an annual acreage share of 20 cents 
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per acre but pays no scverance tax at 
time of timber harvest. The state, like- 
wise, pays no acreage aid on such entries. 
Third, it was assumed that the respective 
40-acre tracts were subject to the prop- 
erty tax. Inclusion of this assumption 
made it possible to compare the impact 
of the Crop Law and of the ad valorem 
property tax, these being the two local 
tax systems available to forest owners of 
the state. 

Nine Forest Type and Timber-Size 
Classes. The commercial forest land area 
of the state, on the basis of 1956 data, is 
represented by the following major for- 


est types: 


Type Percent 
ee ee eer eer eer eT 30 
I ies ania KOA Pak eer nnnss 17 


Northern hardwoods 
(chiefly maple, birch, beech) ... 17 


Elm-ash-cottonwood ............ 6 
ee err ee reer ene 5 
Spruce-balsam fir .............. 2 
reer eee 2 
White pine-red pine ............ 2 
TR kc 5 hav eb bodes eens 1 
Ase ere rere re ree l 
es 17 

MN a Ek ie ee eas 100 


For the case studies two 40-acre tracts, 
the first with a large proportion of seed- 
ling and sapling stands and the second 
composed chiefly of poletimber stands, 
were selected in each of three principal 
forest types (aspen, oak, and northern 
hardwoods) . Seedling-sapling and pole- 
timber stands were used because of the 
predominance of these size classes. ‘Two 
forties were similarly selected in the 
commercially important jack pine type. 
A seedling and sapling tract in the red 
pine type brought the total. number of 
case. studies to nine. Red pine was in- 
cluded because of the high value of 


this species even though the type is not 
well represented in the state. 

Typical 40-acre tracts were selected 
from the list of forties mapped on the 
ground in the Wisconsin Forest Survey. 
These mapped forties had initially been 
evenly distributed from a random start. 
Tracts tentatively selected for use in the 
case studies were compared with criteria 
suggested by the State Conservation De- 
partment to assure that only those eligi- 
ble for classification under the Crop Law 
would be included. 

Tax Ratio Calculation. The tax ratio 
analysis required that costs and returns 
be brought to a common point in time 
and that both cover the same income 
cycle. A 50-year period was chosen for 
the present study because the Forest 
Crop Law provides for a contract period 
of this length. The years 1931-80 were 
selected and all items of income and ex- 
penditure were accrued at 3 percent 
compound interest to the latter date. Use 
of a “risk-free” interest rate was believed 
justified on the ground that risk had 
been allowed for in conservative esti- 
mates of timber yields. The span of years 
selected includes nearly 30 years of ac- 
tual experience under the Crop Law and 
at the same time lessens the period over 
which values need to be projected into 
the future. The analysis of tax burden 
over the 50-year period is discussed un- 
der the following subheadings: gross in- 
come, costs other than taxes, taxes, and 
tax ratios. 

Gross Income. To find gross stumpage 
income the timber volumes which might 
reasonably be harvested over the period 
1931-1980 were estimated and stumpage 
prices (actual prices through the year 
1956 and projected prices for the period 
1957-80) were applied to such volumes. 

Timber volume estimates were based 
upon Forest Survey data. All forest types 
except northern hardwoods were con- 








sidered to be under even-aged manage- 
ment. The rotations for the even-aged 
types were as follows: aspen, 40 years; 
jack pine, 50 years; oak,* 110 years; red 
pine, 120 years. 

From Forest Survey data for forties 
mapped in the field, the average volume 
for each stand-condition class (forest 
type, diameter class, and stocking) was 
used to project the volume to the year 
1980. A factor for growth towards nor- 
mality was included for each stand hav- 
ing poor or medium stocking. It was 
assumed that when stands were cut the 
new stands would have well-stocked nat- 
ural regeneration. 

Northern hardwoods were considered 
to be under uneven-aged management 
and subject to a 15-year cutting cycle 
once a standard of 6.7 thousand board 
feet (M.b.f.) per acre was reached. * The 
stand was assumed to grow at the average 
net annual growth rate for well-stocked 
northern hardwood small sawlog stands 
—a 1% percent simple interest growth 
rate. 

As an illustration of the timber vol- 
ume determination, consider the case 
study covering oak poletimber. Two tim- 
ber-size classes were found on the 40-acre 
tract in question: trees of 5 to 11 inches 
in diameter at breast height (d.b.h.) 
predominated on 36 acres, and trees of 
11 to 15 inches d.b.h. on the remaining 
4 acres. The smaller size class had an 
average age in 1951 (the base year of the 
Forest Survey) of 44 years. Assuming a 
rotation of 110 years, the volume in 1980 
was estimated to be 5.70 cords of pole- 
timber and 4.51 M.b.f. of sawtimber. 
The trees on the 4 acres of sawtimber 

* For the conclusion that northern red oak stands in the 
Lake States are essentially even-aged, see Harold F. Scholz, 
“Age Variability of Northern Red Oak in the Upper 
Mississippi Woodlands,” Journal of Forestry, July 1952, 
P This figure approximates the 70 square feet of basal 


area required in trees 10 inches d.b.h. and larger for 
adequate stocking in the northern hardwood type. 
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had an average age in the base year of 
73 years and were estimated to yield 3.10 
cords of poletimber and 7.40 M.b.f. of 
sawtimber in 1980. 

The stumpage prices published an- 
nually in the State Conservation Depart- 
ment’s publication, Forest Crop Law — 
Stumpage Values for Severance Tax, 
were used for past years and also formed 
a basis for stumpage price projections to 
1980. Both cordwood and sawlog prices 
were converted to constant dollars* (base 
period 1947-1949), and were then re- 
lated to a projection of the wholesale 
lumber price index to 1980. In making 
this projection the following independ- 
ent variables were used: per capita lum- 
ber consumption, per capita construction 
expenditures, and an index of lumber 
manufacturing cost. Rather than project 
stumpage prices for all of the species cov- 
ered by the case studies, projections were 
made for white pine and aspen, and the 
other species were related to these two. 

To illustrate once more from the oak 
poletimber case study, the stumpage 
price for oak projected to 1980 was esti- 
mated to be $1.70 per cord and $16.36 
M.b.f. Multiplying these unit values by 
the estimated timber volume at harvest 
provided a gross stumpage income of 
$3,004.92 and $505.32 for the smaller 
and larger size classes respectively or a 
total gross income of $3,510.24. 

_ Costs Other Than Taxes. Management 
costs and carrying charges (other than 
taxes) were estimated for all of the case 
studies to be 10 cents per acre per year 
for 1931-45. The cost item was increased 
to 30 cents per acre annually for 1946-49; 
40 cents per acre for 1950-52; 50 cents 
per acre for 1953-55; and 60 cents per 
acre for 1956-58. To provide a range of 





5 By dividing by the all-commodity wholesale price in- 
dex for the period 1931 to 1958. For the period 1958 to 
1980 an increase (inflation factor) of 0.8 percent an- 
nually was estimated for this index. 
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cost estimates, a second calculation was 
made on the arbitrary assumption that 
costs would be just one-half those indi- 
cated above. By way of differentiation 
the higher costs are referred to in the 
case studies as ‘‘Schedule A” and the low- 
er costs as “Schedule B.” 

Costs were converted to constant dol- 
lars and projected to 1980. In making 
this projection the average cost for the 
years 1953-58 was increased annually by 
21% percent simple interest. The assump- 
tion was made that labor charges com- 
prise most of this cost. A report to 
the Wisconsin Committee on Revenue 
Sources has estimated that government 
employees can be expected to share in 
the increased productivity of the state’s 
economy at a rate of about 214 percent 
annually.® It is believed that the salaries 
and wages of employees engaged in for- 
estry can be expected to increase at least 
as rapidly. 

The cost item does not include any 
allowance for an expanding forestry 
program. Such expansion would result 
in a higher cost per acre for forest admin- 
istration than that shown, but at the 
same time such expansion would presum- 
ably increase timber yields well above 
those used in the case studies. Further- 
more, more intensive forestry might 
produce profitable intermediate harvests 
which would have the effect of retiring 
costs earlier and thus offset to some ex- 
tent the influence of compound interest 
charges over the 50-year period. No 
credit has been taken for intermediate 
harvests in the case studies, nor have ad- 
justments for more intensive forestry 
been made in the timber yield data. 

The cost item does not include expen- 
ditures that would ordinarily be capital- 
ized, such as original investment in land 





*C ittee on R Sources to the Wisconsin Leg- 
islature, Report to the 1957 Wisconsin Legislature, Vol. 
II, Research Report, 1956. 





and timber. Likewise excluded were op- 
erating expenses for wood production. 
Furthermore, fire protection costs were 
considered to have been included in the 
tax cost, and therefore no separate allow- 
ance was made for them. Costs of insect 
and disease surveys were included, but 
sums spent for controlling unusual in- 
sect or disease outbreaks were not. 

In the oak poletimber case study, the 
cost item over the 50-year period aggre- 
gated $1,664.21 for Schedule A and 
one-half this amount or $832.10 for 
Schedule B. 

Net income before taxes was found 
by subtracting costs from gross income. 
Net income in the oak poletimber study 
amounted to $1,846.03 under the Sched- 
ule-A cost assumption and $2,678.14 un- 
der the Schedule-B cost assumption. 

Taxes. Under the first tax assumption, 
i.e., that the tracts in question were sub- 
ject to the Forest Crop Law regular 
classification, the annual acreage share 
of 10 cents per acre was converted to 
constant dollars and accrued at 3 percent 
compound interest to 1980. The 10 per- 
cent severance tax upon timber products 
harvested was treated similarly. In the 
oak poletimber case study the acreage 
share aggregated $610.66 and the sever- 
ance tax $351.02. In the absence of in- 
termediate harvests, the severance tax is 
10 percent of the gross stumpage income 
of $3,510.24. The total tax came to 
$961.68. 

Under the second tax assumption, that 
the tracts in question were subject to the 
Forest Crop Law special classification, 
the annual acreage share of 20 cents per 
acre was handled in the same manner as 
the acreage share described in the pre- 
ceding paragraph. In the oak poletimber 
example the acreage share amounted to 
$1,221.32, just double that shown for 
the regular classification. Since lands un- 
der the special classification pay no sev- 
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erance tax at time of timber harvest, no 
additional taxes of this nature need be 
included. 

Under the third tax assumption, that 
of the property tax, taxes actually levied 
on the properties (or on similar neigh- 
boring properties for forties removed 
from the property tax rolls by reason of 
entry under the Crop Law) in past years 
were used after conversion to a constant 
dollar basis. The history of taxes levied 
was compiled from county courthouse 
records. 

To project property taxes to 1980, 
data contained in the Research Report 
for the Committee on Revenue Sources 
were used.? In that study property tax 
revenues for 1953 and 1965 for local 
governments and school districts exclu- 
sive of Milwaukee County were convert- 
ed to constant dollars. The increase 
between these dates amounted to 3.8 per- 
cent per year simple interest. In the 
present study a yearly increase of 4 per- 
cent simple interest was used. In the 
oak poletimber example, property taxes 
were estimated at $1,994.52 over the 50- 
year period. 

No special allowance was made for in- 
creases in assessed values due to maturing 
of timber stands. To the extent that as- 
sessors make these increases, the tax ra- 
tios show less than actual tax burdens. 
This possibility is offset by the fact that 
on heavily cut stands the assessed values 
should tend to go down. 

Tax Ratios. Dividing taxes by net 
income before taxes provided the tax 
ratios and completed this phase of the 
analysis. In the oak poletimber study, 
for example, aggregate taxes under the 
Crop Law regular classification amount- 
ed to $961.68; dividing this sum by the 
net income before taxes from Schedule 
A, of $1,846.03 resulted in a tax ratio 
of 52 percent. 


T Ibid., Vol. 2, pp. 64 and 76. 


(B) The Tax Ratios Compared 

Tax ratios for all nine case studies are 
brought together in Table I. The aspen 
seedling and sapling tract under Cost 
Schedule A showed no net income be- 
fore taxes whatever. Under Schedule B, 
taxes would have more than absorbed 
such net income. The aspen poletimber 
study also showed high ratios under 
Schedule A although these dropped very 
materially under Schedule B. High tax 
ratios for aspen stands reflect the fact 
that income from this species is small. 
It was estimated that, even if stumpage 
prices increased sufficiently to permit 
gross income to go up by 30 percent, tax 
ratios for aspen seedling and sapling 
stands would still be inordinately high. 
This is illustrated in the following tabu- 
lation: 

Tax Ratios (percent) 

Forest Crop Law: Schedule A, Schedule B 

Regular classification.. 239..... 69 

Special classification .. 360....104 
Property Tax 225 65 


Tax ratios for other species also appear 
excessive. Under the Schedule-A cost as- 
sumption, ratios fall below 50 percent 
only for the jack pine poletimber and 
the red pine seedling and sapling stands. 
Under Schedule B, results are naturally 
more favorable but even here only in 
these same two stands do taxes absorb 
less than one-third of net income before 
taxes. 

Farm woodlot taxes under the Crop 
Law special classification bear in every 
case more heavily upon the forest owner 
than do taxes under the regular classifi- 
cation. This is because the additional 
10-cent acreage share due each year (20 
cents in all) more than offsets over a 
50-year period the saving from the waiv- 
er of severance tax at harvest. 

A rather unexpected finding of. the 
study was that, in a number’ of the case 
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TABLE I—Tax Ratio Comparison! 
a. (In percent) 
| 
“4 Schedule A? Schedule B? 
e- 
B, Crop Law Crop Law 
ed Case Study 
er Regular Special Property Regular Special Property: 
classi- classi- tax classi- classi- tax 
ler fication | fication fication | fication 
ax Aspen—seedling and sapling........ 3 : . 108 172 107 
act Aspen—poletimber................ 91 127 77 49 68 41 
ll. Oak—seedling and sapling......... 67 104 162 45 61 95 
Oak—poletimber................. 52 66 108 36 46 74 
Be Northern hardwood—seedling and 
nit SAP ooo 5c c, Siaelec ergo cs oreele Sos 97 136 95 54 76 53 
ax Northern hardwood—poletimber. .. . 78 108 79 45 62 46 
ng Jack pine—seedling and sapling. .... 64 85 70 41 54 44 
ch. Jack pine—poletimber............. 33 36 22 27 29 17 
ag Red pine—seedling and sapling..... 40 47 20 30 36 15 
} ) . 1 The term “tax ratio” refers to the ratio of taxes to net income before taxes, both compounded to the same point i P 
time and both covering the same income cycle. 
>B 2 In Schedule B, costs of forest management were arbitrarily assumed to be one-half those in Schedule A. 
3 No net income before taxes. 
studies, the tax ratio under the property Tax ratio ® 
tax was actually less than that under Industrial group (percent) 
- either the regular or special Crop Law Agriculture, forestry and fishery. . 29.4 
ae classification. In other cases, the differ- Lumber and wood products 
- ence was very slight. Findings of the except furniture ........... 24.1 
ad study cast some doubt upon the tax ad- Paper and allied products...... 11.9 
“4 vantages actually realized by the forest AJ] industrial groups .......... 24.1 
ty owner, in some situations at least, under am " ; 
in the Forest Crop Law. Of additional interest are the following 
rb figures showing farm real estate taxes in 
re The tax ratios shown in Table I are Wisconsin as a percentage of net farm 
useful in indicating the tax “bite” under income for selected years: ® 
»p the three assumptions, but the question T fi 
ry naturally arises as to what a reasonable nsthdasayet 
Bo tax ratio should be. Although this can- Year (percent) 
fi- not be answered with certainty, the fol- 1949 6.6 
al lowing tax ratios from the United States 1951 5.4 
00 Statistics of Income report are of inter- 1954 8.3 
a est as benchmarks, Taxes included in the 1956 8.8 
V- tax ratios are not limited to P wope rty eUnited States Internal Revenue Service, Statistics of 
taxes but they do exclude federal income _tmcome (Preliminary) 1956-57, Table 1, pp. 7 and 8. 
™ taxes, death taxes, gift taxes, and special _,* Lawrence A. bsg Mig oe te poe —— 





assessments. 


nance Review, April 1958. 
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In interpreting the farm real estate tax 
ratios it should be kept in mind that the 
sometimes substantial personal property 
taxes borne by farmers are not included. 

As contrasted with the tax ratios for 
the various industrial groups and for 
farmers, those developed by the case 
studies appear in most instances unduly 
high. The results of the tax ratio analysis 
thus lend little support to the case for 
an increase in the acreage-share tax un- 
der the Forest Crop Law. 


(C) The Residual Net Income Available 
for Payment of Acreage Share Under 
Two Assumed Tax Ratios 

What would be the residual net in- 
come available for payment of the acre- 
age share if the tax ratio were similar to 
the 24 percent shown above for all in- 
dustrial groups? To determine this, two 
tax ratios—20 percent and 30 percent— 
were assumed. For each of the nine case 
studies the net income available for pay- 
ment of the acreage share under the For- 
est Crop Law was then determined. To 
illustrate once again from the oak pole- 
timber study, net income over the 50- 
year period with the Schedule A cost 
assumption was $1,846.03. If taxes were 
permitted to absorb 30 percent of this 
amount the total taxes would be $553.81. 
Of this the severance tax would take 
$351.05 (10 percent of gross stumpage 
income amounting to $3,510.24). The 
amount remaining for payment of acre- 
age share as of the year 1980 would thus 
be $202.76. Converting this latter sum 
to an annual basis gives $1.81 as avail- 
able for the acreage share on a 40-acre 
tract or $.05 per acre per year. '° 


1” The formula used was as follows: 
a=Cn (1.Opt—1) where Cn= residual after deducting 
1.Op"*—1 the severance tax 
p = interest rate (3 percent) 
n = number of payments (50) 
t = interval between payments 
in years (1) 
a=periodic (annual) pay- 
ment — the acreage share 


The comparison of residual net in- 
come available for payment of acreage 
share under the nine case studies is 
shown in Table II. In only two case 
studies (jack pine poletimber and red 


TABLE II—Comparison oF Resipuat Net Income AvaiL 
ABLE FOR PayMENT OF ACREAGE SHARE IN SEVERAL STAND- 
Conprtron CLassEs 











(In dollars) 
Assuming a Assuming a 
20-percent 30-percent 
Case Study tax ratio tax ratio 
Sched- | Sched-|Sched- | Sched- 
ule A | ule B| ule A | ule B 

Aspen 

Seedling and sapling..| 0 0 0 0.01 

Poletimber.......... 0 0.02 .006 | .06 
Oak 

Seedling and sapling. . 0 .03 .02 .07 

Poletimber.......... 0.004 |} .04 05 10 
Northern hardwood 

Seedling and sapling..| 0 01 .003 | .05 

Poletimber.......... 0 .03 01 .07 
Jack pine 

Seedling and sapling. . 0 .03 .03 .08 

Poletimber.......... .04 .08 11 17 
Red pine 

Seedling and sapling. .| .02 06 .08 13 

















pine seedlings and saplings) is the re- 
sidual greater than the present acreage 
share of 10 cents per acre. The “residual” 
determination thus bears out the conclu- 
sion already reached in the tax ratio 
analysis. Little or no evidence was found 
to support a tax increase, On the con- 
trary the existing tax burden upon forest 
owners, when related to the earning 
power of the forest, appears excessive. 


II—Average Tax Revenue Per Acre 
from Forest Land Under the Prop- 
erty Tax and Under the Forest 
Crop Law 


How does the average property tax 
revenue per acre from forest land com- 
pare with the tax revenue received under 
the Forest Crop Law? 
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Average tax revenue as used in this 
part of the analysis represents not the 
average property tax for all forest lands 
but rather the average property tax for 
lands eligible for the Forest Crop Law 
as defined by a set of rules adopted for 
this study. Moreover, it assumes that the 
owner intends to practice forestry on 
his forest land and to plant bare land 
suitable for forest production. 

Determining the average property tax 
on forest land eligible for the Forest 
Crop Law was relatively simple. Forest 
land selected for the study was initially 
taken from Wisconsin Forest Survey data 
for civil towns chosen at random in the 
study area. Only mapped forties—that 
is, 40-acre parcels that had actually been 
mapped on the ground by inventory 
crews—were used. Data for these forties 
show the number of acres in each com- 
bination of forest type, stand size (aver- 
age tree diameter), and density present 
in the forty. Altogether, the sample in- 
cluded property taxes for 641 forties 
deemed eligible for the Forest Crop Law. 

In selecting forties the following were 
excluded: (1) Forties containing land 
classed in the Forest Survey as recreation- 
al, industrial, or residential. (2) Forties 
with portions of major lakes (lakes more 
than 40 acres in size) or with more than 
10 acres of minor lakes (lakes less than 
40 acres in size). (3) Forties with more 
than 5 acres of farmland, right-of-way, 
rock outcrop, or sand dunes. (4) Forties 
with more than 10 acres of muskeg. 
Brushland and grassland were accepted 
under the assumption that they would 
have to be planted to be eligible for the 
Forest Crop Law. 

It should be emphasized that the above 
criteria are not necessarily used by the 
Wisconsin Conservation Commission to 
accept or reject a forty for the Forest 
Crop Law. The Law simply requires that 
each forty be sufficiently productive to 


provide a stand of merchantable timber 
within a reasonable time. 1! Acceptability 
is judged by the Conservation Depart- 
ment partly on the basis of owner’s in- 
tentions and practices. However, for this 
study rigid rules had to be assumed since 
most of the sample areas had not been 
entered under the Forest Crop Law. 

Property taxes for 1956 for the select- 
ed forties were weighted by the number 
of acres that these sample forties repre- 
sented in the Forest Survey for Wiscon- 
sin. The weighted averages are shown 
below. 





Taxes per 
General thousand 
Assessed property dollars 
value taxes assessed 
per acre per acre value 
Northeast 
Wisconsin. ... . $5.85 $0.267 $45.60 
Central 
Wisconsin. .... 6.31 .298 47.10 
AVERAGE...... 6.00 .277 46.10 


The property tax averaged approxi- 
mately $0.28 per acre in 1956 for the 
entire study area, including both north- 
east and central Wisconsin. Both the 
assessments and the tax rates were higher 
in central than in northeast Wisconsin. 
The data for northeast Wisconsin should 
be fairly accurate; those for central Wis- 
consin may be less so because so much 
higher valued agricultural land is in- 
termingled with forest land. 

How does the annual revenue to the 
civil town from the regular classification 
of the Forest Crop Law compare with 
the revenue from the property tax? 

First, one must know what the annual 
revenue from the Forest Crop Law is. 
It includes (1) the acreage share of 
$0.10 per acre per year paid by the forest 
owner, (2) acreage aid of $0.10 advanced 
by the state to the town each year, and 





11 Wisconsin Conservation Department, The Wisconsin 
Forest Crop Law, Publication 511-52, Madison, 1952. 
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(3) the surplus severance tax—that is, 
the surplus paid by the state to the town 
after the state’s annual acreage aid ad- 
vances have been recovered from the 
severance tax paid by the owner when 
he harvests his timber. 

The first two payments to the town 
total $0.20 per acre per year and are now 
fixed by law at that amount. On the 
other hand, surplus severance tax pay- 
ments to the civil town may vary from 
year to year. In general, the surplus sev- 
erance tax payments have been quite 
low. They have been increasing but so 
has the total acreage entered under the 
law. Consequently, a rather small aver- 
age annual surplus severance tax of about 
one-half cent per acre has been paid for 
the average number of acres under the 
Forest Crop Law in the 1947 to 1956 
period. This is the average for northeast 
and central Wisconsin combined. The 
average for northeast Wisconsin alone is 
about 0.6 cent per acre and is 10 times 
that for the central counties. 

That the surplus severance tax should 
be so small is not surprising. Most of the 
lands entered under the law are cutover 
lands or lands containing young stands. 
Until these young stands grow to mer- 
chantable size no surplus severance taxes 
will be available. As more of this type 
of land (without merchantable timber) 
is added to the Forest Crop Law roster, 
it in effect dilutes the annual average 
per acre surplus payments. However, if 
the original acreage entered under the 
law in 1946 is assumed to be the land 
from which these surplus severance tax 
payments are received, the average sur- 
plus revenue from these lands increases 
to almost $0.02 per acre for the year 
1956. 

Nevertheless, on the basis of the aver- 
age surplus severance tax per acre re- 
ceived over the past 10 years, the total 
revenue from Forest Crop Law lands is 


about 20.5 cents per acre for the study 
area as a whole. This is 7.2 cents less 
than the revenue of approximately 27.7 
cents per acre from the property tax. It 
should be emphasized however that the 
quantities being compared are not inde- 
pendent. By its nature the Forest Crop 
Law tends to check the power of the 
town to raise property taxes on forest 
land. 


I1I—Property Tax Assessment Ratios for 
Forest Land and for Other Classes 
of Real Estate 


Each year for each civil town in the 
state the Wisconsin Tax Department 
must determine the full market value 
of real estate and other property. Full 
market value is based on actual sales 
data. The Tax Department also requires 
the town assessor to submit an annual 
report of the actual assessed value of 
various classes of real estate within his 
town. This information is then pub- 
lished in an annual Statistical Report for 
each county. 


Data from these reports were summar- 
ized for northeastern and central Wis- 
consin, Table III shows the ratio of as- 
sessed value to full market value for each 
class of real property. Although varia- 
tions among the counties were apparent, 
swamp, cutover and wasteland, and tim- 
bered land are assessed, in general, at a 
higher level than other classes of real 
estate. 


Furthermore, Table III puts the for- 
est tax question in proper perspective. 
Only 3.2 percent of the total tax base is 
under consideration. A change in the 
forest tax load, even a large one, will 
alter total tax revenues very little. On 
the other hand, a change in assessment 
of farm land or of residential or mercan- 
tile property will affect total tax reve- 
nues greatly. 
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TABLE III—Ratio or AssEssED VALUE TO FuLL MARKET VALUE AND PERCENT OF FULL MARKET 
VALUE In Eacu Crass oF REAL Estate: 1957 














Ratio of Assessed Value Percent of Total 
to Full Value for Market Value 
Class of Real Estate 

Northeast | Central Both Northeast | Central Both 

Wisconsin | Wisconsin areas Wisconsin | Wisconsin areas 

Residential................. 0.491 0.614 0.544 40.7 19.7 27.9 
Mercantile................. .528 .536 .530 19.2 5.2 10.7 
Manufacturing............. .418 .574 .517 4.1 4.5 4.3 
Agricultural................ .542 .612 .596 31.6 68.2 53.9 
Swamp, cutover, and waste..| 1.089 1.875 1.377 2-5 8 1.4 
MPT EPEMOT i606 scshd o15 2.06: dasace ered .717 .929 .829 2.1 1.6 1.8 
(| ORR ee Re PA es .530 .622 . 586 100.0 100.0 100.0 























Of course, some counties and especial- 
ly some civil towns depend on forest 
land for a greater share of the total tax 
revenues than the averages indicate. In 
Florence County, for instance, forest 
lands make up slightly over 8 percent of 
the total full market value of real estate. 
The civil town of Fence in this same 
county has approximately 34 percent of 
its full market value in forest lands. 

Assuming that errors in classification 
as between the two forest land classes 
(timber versus swamp, cutover, and 
waste) are not significant, it is evident 
that young stands are usually assessed at 
more than their full market value and 
older stands at less than market value. 
This is an understandable relationship. 
On the whole, cutover lands and lands 
bearing young stands are of low market 
value. Therefore, the tax per acre is 
small and relatively easy to pay even 
though it may be high in relation to the 
income derived from this land. If taxes 
did become too high, the land could 
generally be entered under the Forest 
Crop Law. 

On the other hand, values for some 
timberlands are high and taxes are high, 
too. The problem of paying taxes under 


the property tax becomes more critical 
as the stand matures. Full market value 
increases year by year as the stand grows. 
The maturing stand becomes a store 
house of value accumulated over 50 
years or more; yet the property tax, 
based on full market value, taxes not 
just the additional year’s growth but the 
growth of former years as well. 

The owner of such timberlands finds 
himself in a dilemma. If he classifies his 
mature stand under the Forest Crop Law 
he knows that as soon as it is cut he must 
pay the 10 percent severance tax. Never- 
theless, there is a limit to the annual 
property tax that he can afford before 
he either liquidates the stand or puts it 
under the Forest Crop Law. The as- 
sessor is well aware of the alternatives 
open to the owner and, as the tax in- 
creases, may adjust his assessment of tim- 
berlands so that they will remain on the 
property tax rolls. 

To present a balanced picture some of 
the possible errors in these data should 
be mentioned. First, the statistical re- 
ports contain errors in classification made 
by the assessor. Sometimes timberlands 
are put in the “swamp, cutover, and 
waste” category; occasionally grazed, 
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wooded pasture that should properly be 
classed as agriculture is put in the tim- 
berland category; or ungrazed forest 
lands are improperly carried as agricul- 
tural. For the study areas as a whole, 
however, these errors should partially 
balance each other. Furthermore, when 
all forest lands are combined a major 
source of classification error is removed 
but forest land still shows a higher ratio 
of assessed value to full market value 
than do other classes of real estate. 


These data are probably more accurate 
for northeast Wisconsin than for central 
Wisconsin. In central Wisconsin farm 
woodlots are often small and the typical 
40-acre subdivision contains other classes 
of land. Sales are usually made by forties, 
and small areas of cultivated or pasture 
land within wooded forties will probably 
affect the price. The forty may still be 
classified and reported by the assessor, 
however, as containing only forested 
land. Since wooded areas are larger in 
northeast Wisconsin, this error is less 
likely to occur. 


The situation revealed by this analysis 
is not new. Nearly 50 years ago Chitten- 
den and Irion pointed out that as the 
value of the forest land increased the ra- 
tio of assessed to true value decreased. !? 
Cutover land was being grossly overas- 
sessed in some counties. Moreover, cut- 
over lands were being assessed much 
higher in proportion to their market 
value than were farm lands. 


In 1924 the same points were made; 
assessments were relatively higher on cut- 
over land than on agricultural land. 
A few years later R. C. Hall called atten- 


18 Alfred H. Chittenden and Harry Irion, The Taxation 
of Forest Lands in Wisconsin, Wisconsin State Board of 
Forestry in cooperation with the United States Forest 
Service, (Madison, 1910), pp. 27-39. 

18 National Industrial Conference Board, The Tax Prob- 
lem in Wisconsin (New York; 1924), pp. 145-148. 


tion to the same situation for the period 
1925 to 1927. 14 


IV—Influence of Distance of Owner's 
Residence, Size of Tract, Value of 
Tract, and Size of Timber on 
the Level of Assessed Values 


Four factors were investigated to de- 
termine their relationship to forest as- 
sessment. Two of these—the distance of 
the residence of the owner from his for- 
est property, and the size of his land 
holdings—are characteristics of owner- 
ship. The other two—forest property 
value and average stand size—are char- 
acteristics of the forest land itself. 

Some forest tax studies have shown 
that owners who do not reside in the tax 
district are taxed more for the same type 
of property than are residents, or that 
the large owner is assessed more than the 
small owner for similar property because 
the local assessor tends to attach a higher 
value to the large owner’s land. Further- 
more, some people have maintained that 
the market value of timber does not in- 
fluence the assessment greatly—that the 
assessor drives down the road and assesses 
the stand at one price if the timber is 
large and at another if the timber is 
small, or by some other arbitrary stand- 
ard. How important are these four factors 
in influencing the local assessor’s judg- 
ment of market value for forest land? 

A multiple correlation analysis was 
made relating these four factors to the 
assessments of forest land in 1956. Data 
for 298 forties collected over northeast 
and central Wisconsin were analyzed. 
For this analysis forest forties with more 
than 5 acres of farmland or 10 acres of 
swampland or grassland were excluded. 
All farmland, pastureland, and swamp- 
land were valued at the average full 

“R. C. Hall, Progress Report No. 12 of the Forest 
Taxation Inquiry: Assessment Ratios of Forest Property 


and Other Real Estate in Wisconsin, United States Forest 
Service, 1930, pp. 4-5. 
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market value for such land as shown by 
the Wisconsin Supervisor of Assessment’s 
annual report. No industrial, recreation- 
al, or residential areas were used. 

In the tabulation below the correla- 
tion coefficients have been listed for each 
of the four factors considered. These co- 
efficients show the effect on assessment 
for a unit change in each of the factors. 
Each represents the relationship between 
assessed value and one variable if the 
other three variables are excluded. 


Correlation 
Factors used coefficients 
Distance of the owner’s resi- 


dence from the civil town 


ED fs bio ce Venweees —.0446 
Size of ownership (acres) .. 0211 
Stand-size class (average tree 

diameter, in inches) ..... .3935 
Full market value per acre 

(Golfers) .....ccccceees 4816 


Distanceand Size of Ownership. Wheth- 
er a forest landowner lived within the 
civil town or at some distance from it 
had little influence (on the average) 
upon the town assessor’s value judgment. 
The correlation is not significantly dif- 
ferent from zero for this sample. Evi- 
dently the nonresident is assessed at 
about the same level as the resident. The 
same may be said about the assessment 
of the large owner as contrasted with 
the small owner. The correlation coeffi- 
cient indicates that the large owner is 
assessed at about the same amount for 
similar land as a small owner. Though a 
few nonresidents and large landowners 
had been inequitably assessed, in gen- 
eral the nonresidents and large owners 
in this sample appear to be fairly treated 
by the town assessor. 

Assessment of Stands of Different Sizes 
and Value. In contrast to the first two 
factors, the second two, i.e., the average 
diameter of trees in the stand and the 


full market value of the tract, do have 
an effect on assessed value. The correla- 
tion coefficients for these two factors are 
fairly close, indicating that their influ- 
ence on assessment is somewhat similar. 
This is further borne out by considering 
how much of the total variation is ac- 
counted for by the four factors taken to- 
gether. The coefficient of determination 
(R?) for land assessment using all four 
factors is .2451. Thus we can say that 
24.5 percent of the total variation in 
assessed value is accounted for by the 
four variables. But if only factors three 
and four, average stand size class and 
full market value, are used the coeffi- 
cient of determination is still .2424. This 
decrease of 0.3 percent when the first 
two factors are dropped, further illus- 
trates the negligible influence that resi- 
dence and size of tract have on assessed 
value. 

If the average stand size is dropped 
from the analysis the coefficient of de- 
termination is still .2320 for full market 
value, showing that the most important 
factor of the four is the full market 
value. This does not mean that the size 
of the stand is not important for it does 
help to determine the full market value. 
These two variables are not independent 
and therefore, if one is to be used for 
predicting assessed value, the full market 
value should be selected. 

The data indicate that the assessed 
value of forest land increases at the rate 
of from 4 to 8 cents per acre for every 
dollar increase of average full market 
value. 1° This relationship, of course, does 
not necessarily hold for forest land out- 
side central and northeastern Wisconsin. 


If the four factors tested here account 
for only one-fourth of the variation in 
assessed value what causes the remaining 


% At the 95-percent confidence level—that is, the 
chances are 19 out of 20 that the true average increase 
lies between 4 and 8 cents. 
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three-fourths? Here one has to ra- 
tionalize for no data are available from 
the study. A few likely answers are: 
(1) There may be a wide dispersion of 
market values around the averages for 
each class of land, making variation in 
assessment inevitable. “Hidden” values 
not associated with stumpage influence 


assessment. (2) The location of timber 
in relation to markets may influence the 
assessor's decisions. (3) ‘The assessor 
himself is subject to many pressures but 
must arrive at a value judgment. Much 
of the variation in assessment may be 
due to obscure personal biases or simply 
to lack of periodic review. 
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The Regul 
Interstate Commerce Commission 


ation of MotorCarrier Rates by the. 


By W. DAVID MAXWELL* 


Introduction 


HERE have been few systematic at- 

tempts to discover the economic 
philosophy followed by the Interstate 
Commerce Commission in its regulation 
of motor-carrier rates. The present study, 
based primarily on an analysis of 176 
motor-carrier rate cases, seeks to show 
that the Commission in exercising its 
control over the rates of motor carriers 
acts basically as the overseer of the sep- 
arate cartels into which individual motor 
carriers and railroads—for pricing pur- 
poses—are organized. 

More important than the active con- 
trol over rates exercised by the Commis- 
sion is the permissive power granted to 
motor carriers to fix their rates jointly. 
Rate bureaus and conferences, encour- 
aged by the Commission and exempted 
by the Reed-Bulwinkle Act from prose- 
cution under the anti-trust laws, function 
as effective heads of the cartels into 
which the regulated motor carriers are 
organized. Through these organizations 
many rates are established and changed 
without the necessity of Commission ac- 
tion. One weak link in the power of 
rate-making bodies over their members 
is the right of any particular carrier who 
desires to do so to take independent 
action with respect to rates. If the at- 
tempted deviation is serious, however, 
it will be protested and made subject 
to the Commission’s approval. 

One major function of the Commis- 
sion is thus to reinforce the control of 
motor-carrier cartels over their members, 
though the Commission may view this 
role as that of ‘‘stabilizing” the rate struc- 


* Tulane University. 


ture or preventing its “demoralization” 
by forcing observance by all carriers of 
the tariff determined jointly by them 
and by discouraging the attempts of in- 
dividual carriers to charge lower rates. 
The Commission also performs a similar 
function by acting as the arbiter between 
the motor carriers and the railroads. In 
this role the Commission is faced with 
the difficult task of dividing traffic for 
which both forms of transport compete 
into “equitable” lots or, as the Commis- 
sion prefers to say it, of providing to 
each ‘‘a fair opportunity to share in the 
traffic.” In order to provide this oppor- 
tunity a rate or combination of rates 
must be determined such that the divi- 
sion of traffic between forms of transport 
is “fair.” The Commission thus, con- 
sciously or unconsciously, acts as the 
head of a super cartel comprised of sep- 
arate subsidiary cartels in the several 
forms of transport, helping to arrive at 
prices for their respective services which 
will permit an uneasy peace to exist be- 
tween them, and helping them to subdue 
their recalcitrant members. 


The regulatory authorities are inter- 
ested primarily in the financial condition 
of the common carriers. A rate structure 
determined to a large extent by the value- 
of-service principle will maximize profits 
(or minimize losses) only if sufficient 
collusion between carriers exists to make 
the maintenance of the rate structure 
feasible. The effect of rate regulation is 
to encourage that collusion. 


1 Economical service, a specific regulatory goal, is not 
prominent in rate regulation. See the preamble to The 
Interstate Commerce Act, Revised to November I, 1951. 
Senate Document, 72, 82nd Congress, Ist Session (Wash- 
ington: U. S. Government Printing Office, 1951). p. 1. 
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Rate regulation may appear as baffling 
to the economist as his own discipline 
may appear to the transportation expert. 
There is an economic rationale behind 
rate regulation, however. By viewing 
rate regulation as a system of rate protec- 
tion designed to foster and preserve car- 
tels the apparent vagaries of regulation 
assume a definite pattern. It is the pur- 
pose of this paper to make clear that 
rationale. 


Statutory Provisions Concerning 
Rate-Making 

Sections 216 and 217 of the Interstate 
Commerce Act prescribe the rate-making 
procedure for common carriers and sec- 
tion 218 the rate-making procedure for 
contract carriers. Any common carrier or 
group of common carriers (through their 
rate bureau or conference) desiring to 
initiate a new rate or to change an exist- 
ing rate, must publish the new tariff or 
supplement containing that rate and 
must also file it with the Commission. If 
no objections are raised the new rate 
takes effect thirty days after notice has 
been given or in less than thirty days if 
the Commission so directs. 

Any interested party may, however, 
protest the establishment of the new 
rate. In most cases the rate is protested 
by the rate bureau or conference or com- 
peting carriers. In a few instances the 
rate may be protested by shippers or by 
the Commission itself. ‘The Commission 
then considers the protests and may do 
one of three things. It may (rarely) al- 
low the rate to become effective as pro- 
posed or it may (also rarely) allow the 
rate to become effective as proposed and 
decide to investigate it later or it may 
(usually) suspend the proposed rate 
pending an investigation and determina- 
tion of its lawfulness. Section 216 re- 
quires that the period of suspension not 
exceed seven months after the proposed 


rate would have gone into effect. In prac- 
tice, however, this period is often length- 
ened by “voluntary” postponements by 
the carrier whose rate is suspended. 

After hearings concerning the lawful- 
ness of the rate the Commission may 
again pursue three courses, It may find 
that the rate is lawful and allow it to 
become effective or it may find the rate 
unlawful, in which case the existing rate 
remains in effect, or it may find the rate 
unlawful and determine the lawful rate. 
The Commission may set the maximum 
or minimum reasonable rate, or both, 
or relate the rate to other rates by a fixed 
differential, or denote the precise rate. 

In the case of a contract carrier, or 
group of contract carriers, if a proposed 
rate change is protested, essentially the 
same general procedure is followed as in 
the case of a common carrier. In setting 
a rate for a contract carrier the Commis- 
sion is directed by section 218 to see to 
it that no advantage is given to a contract 
carrier over a common carrier that would 
be inconsistent with the national trans- 
portation policy. 

Very important provisions of section 
216 and 218 stipulate that in determin- 
ing the lawfulness of a proposed new 
rate, or a proposed change in an existing 
rate, the burden of proof of the lawful- 
ness of such a rate rests not upon the 
protesting parties but upon the carrier 
proposing the new or changed rate. 


Section 216 (for common carriers) 
and section 218 (for contract carriers) 
also outline the procedure by which com- 
plaints are brought against existing rates. 
Any person, state board, organization, 
or body politic may make a complaint 
against an existing rate. Upon receipt of 
the complaint, or upon its own initiative 
if no complaint has been submitted, a 
hearing into the lawfulness of the exist- 
ing rate may be held by the Commission. 
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In a proceeding to determine the lawful- 
ness of an existing rate the burden of 
proof lies upon the complainant. 


Administration of Rate-Making 
Restrictions 
Type and Disposition of Motor-carrier 


Rate Cases. Table I gives some idea of 
the types of rate cases confronting the 


TABLE I—Type anv Disposition or ALL Motror-CarrizR 
Rare Cases 1n Votume 63 AND VoLume 64 oF Motor Carrier 
Cases, NOVEMBER 1954-NovemBER 1955 





Number |Granted or | Denied or 
of 








Type of Cases Complaint | Complaint 
Cases! | Sustained | Dismissed 
Suspended carrier-pro- 
posed rate changes...... 135 43 92 
Rate reductions?. ..... 133 42 91 
Rate increases........ 2 1 1 
Complaints against the 
level of existing rates... . 9 2 a 
Cc Pee er 
rate investigations....... 12 7 5 


Cases involving pick-up, 
delivery, distribution, 





and like charges........ 7 3 4 

Cases involving product 

classification............ 13 6 7 
Totals. ........0. 176 61 115 














Source: Interstate Commerce Commission, Motor Carrier 
Cases, Vols. 63-64. 

1Cases disposed of in a single hearing are ordinarily 
treated as a unit and listed under the title cases. But where 
a different disposition is made of some rates than that of 
others or where more than one of the above major headings 
is treated in a single hearing (e.g., a proposed rate reduction 
and a complaint against the existing rate by a party other 
than the proponent) such actions are treated as separate 
cases. 

2 Includes one nominal increase which by its lowered 
minimum and the reactions of all parties involved was 
clearly, in effect, a rate decrease. 


Commission and their disposition dur- 
ing the course of a year. Only the cases 
in which the decisions were printed in 
full were examined. Of the 176 such 
cases decided by the Commission from 
November 1954 to November 1955, 135 
or slightly less than 77 percent arose be- 


cause some catrier, carrier association, 
or shipper objected to a proposed rate 
change. Of the 135, 133 were proposed 
rate reductions. 

Complaints against existing rates are 
not numerous because of the difficulty 
imposed by possession of the burden of 
proof. Only nine such complaints were 
decided in the period studied. The Com- 
mission initiated investigations in twelve 
instances. Seven cases involved charges 
for pick-up, delivery, distribution, and 
similar services, or allowances for the 
non-performance by the carrier of such 
services. Thirteen cases involved product 
classification, i.e., determining the prop- 
er description of a commodity and thus 
the applicable rate.? 

Approved Rate Reductions. There are 
several reasons for the preponderance of 
suspended rate reductions. Rate increases 
often occur as blanket increases for a 
large geographical area. As individual 
carriers find these higher rates untenable 
with respect to particular commodities 
they attempt to readjust their rates in ac- 
cordance with the varying elasticities in 
the markets for their services. Where the 
rate increase was unwise the individual 
carrier seeks, if he is willing to incur the 
ire of his rate association, to reduce his 
rate, Pressure for selective rate reductions 
need not, of course, arise only after a 
general rate increase. Given the influ- 
ence of the value-of-service principle 
throughout the rate structure, private- 
carrier competition is an ever-recurring 
threat despite the best efforts of the Com- 
mission to hobble it and railroad rate 
decreases may drive not only individual 


2In an analysis of cases such as that presented in the 
appendix many questions arise concerning the classifica- 
tion of cases and the important considerations to the 
Commission in each case. Consequently different investi- 
gators employing the same procedure might arrive at 
slightly different distributions of cases and important 
considerations. The element of judgment involved is not, 
however, so large as to alter significantly the distribu- 
tions or to affect the generalizations drawn therefrom. 
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carriers but whole groups of carriers to 
seek reductions on particular traffic. 


To this pressure the Commission yields 
ground reluctantly. Of the 133 suspend- 
ed rate reductions the Commission per- 
mitted 42 to go into effect (Table I) .* 
The two basic criteria (at least nominal- 
ly) which must be met are that the de- 
creased rate must be necessary to meet 
competition and must be compensatory 
(Table II). It is also helpful to show 
that the existing competitive relationship 
between carriers will not be affected and 
(to a much lesser degree) that the reduc- 
tion is necessary for the shipper. 


In finding that a rate reduction is nec- 
essary to meet competition the Commis- 


TABLE II—Anatysis or 42 AppRovED RaTE REDUCTIONS 
Motor Carrier Cases VoLumES 63-64 


Existing competitive relationship will not be affected 


(a) Intervenors not engaged in traffic.............. 12 
(b) Rate structure will not be disrupted— 

not unfair competition..................0085 7 
(c) No diversion will result.................20000- 2 


Necessary to meet competition 
(a) Railroad has competitive advantage 


(1) Previous railroad rate decrease........... 8 
(2) Railroad-truck differential too large...... 12 
(b) Private carrier competition.................64. 10 
(c) Other motor truck competition................. 5 
Proposed rate is compensatory 
(a) Increase in revenue will result................. 8 
(b) Volume of traffic has increased................. 2 
(c) Earnings compare favorably with: 
(1) Some measure of over-all costs........... 16 
(2) Average earnings..............-..00000- 5 
(3) Earnings on other commodities.......... 5 
(d) Rate compares favorably with: 
(1) Other rates on same commodity.......... 15 
(2) Rates on other commodities............. 7 
(3) Operating ratio................0.0 cece 4 
Necessary for shipper 
(a) Interplant movement.................0.20005- 2 
CH)’ DE At PORTION, 2.0.0.0.05. ci cdi ccc dccecess 3 


sion often finds the railroad to have a 
competitive advantage (Table II). Fre- 
quently there has been a previous rate 


* The Commission’s reaction to rate reductions is slight- 
ly more favorable than indicated by the relative number 
of rate reductions approved. In several cases rate reduc- 
tions were disapproved on technical grounds even though 
the’ Commission was basically in sympathy with the pro- 
ponent. Upon alteration of its plea so as to conform with 
the Commission’s finding the proponent may: later be 
grarited the reduction: 


decrease by the railroad with a conse- 
quent loss of. traffic by the motor carrier. 
The railroad usually pleads that this 
great a disparity in rates is necessary be- 
cause of the inherent advantages of motor 
trucks over railroads. The Commission 
often finds, however, that the motor car- 
rier does not have a “fair opportunity to 
compete” and that the reduction is com- 
petitively necessary. In other cases there 
may not have been a previous rail rate 
decrease but it will nevertheless be found 
that the motor truck must be allowed to 
reduce its rate more nearly to that of 
the railroad in order to share equitably 
in the traffic. Ordinarily the motor car- 
rier must show that the existing differen- 
tial is in excess of that necessary to permit 
both to share in the traffic and that as 
a consequence it has suffered a diversion 
of traffic or is precluded from competing 
for the traffic. 

The Commission sometimes finds that 
it is competitively necessary for a motor 
carrier to reduce its rate because of pri- 
vate-carrier competition or the competi- 
tion of other regulated motor carriers 
(Table II). Where a substantial diver- 
sion of traffic to private carriage has 
already occurred, or where such diver- 
sion is clearly imminent, the Commission 
ordinarily finds that a competitive ne- 
cessity exists for the lower rate. Occasion- 
ally, by some flaw in the cartel control, 
certain motor carriers will have succeed- 
ed in securing rates lower than those 
of others competing or wishing to com- 
pete for the same traffic. Consequently, 
the Commission will find that a competi- 
tive necessity exists for a lower rate for 
the excluded carriers. 

A proposed reduced rate must be 
shown not only competitively necessary 
but also compensatory. If the Commis- 
sion finds a competitive necessity exists 
for the rate, however, it is not apt to 
find the rate non-compensatory. At times 
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the Commission implies that to be com- 
pensatory a rate must cover fully allo- 
cated costs plus a reasonable profit but 
at other times the Commission makes it 
clear that rates must take into considera- 


tion the value-of-service principle. * Sim-_ 


ilarly, the Commission usually says that 
round-trip mileage must be used in de- 
termining the compensatory nature of 
a rate but sometimes says it cannot be 
assumed that return trips will be empty. * 


In finding that a reduced rate is com- 
pensatory the Commission often notes 
that increased revenue will result (Table 
II). This finding is not due to a direct 
realization that the demand for the serv- 
ices of the carrier is elastic but to the 
fact that the carrier has also proposed 
an increased weight limit (which the 
shipper must meet in order to take ad- 
vantage of the rate) which will yield 
higher.revenue. Infrequently it is noted 
that the traffic volume has increased, 
making the rate amply compensatory 
even at its lower level (Table II). 


In a hearing concerning a rate reduc- 
tion the earnings (revenue per truck 
mile or per ton mile) that would result 
are determined. In finding the reduced 
rate compensatory the Commission fre- 
quently asserts that these earnings com- 
pare favorably with some measure of the 
carrier’s over-all-costs, most frequently 
his ‘‘system-average”’ costs or those of the 
Class I carriers (revenue in excess of 
$200,000 per year) in the area (‘‘system- 
average” costs are the total costs of the 
carrier in a preceding period divided by 
the number of miles of operation) . The 
Commission may also find that earnings 
under the proposed rate compare favor- 


*E.g., Rugs and Carpeting from Virginia to Cleveland, 
Ohio, 64 MCC 435 (1955), and Coffee from San Francisco 
to Utah, 64 MCC 261 (1955). 

SE.g., Fresh Meats from Louisville to New York and 
Pennsylvania, 63. MCC 148 (1954), and Fabrics from 
Georgia.and North Carolina to Oklahoma and sm 63 
MCC 430 (1955). 


ably with the average earnings or the 
earnings on certain other commodities 
(Table II). 

The Commission may also cite approv- 
ingly the rate comparisons offered. by the 
carrier or group of carriers desiring the 
reduction (Table II). The transporta- 
tion characteristics of compared com- 
modities may be held to be the same or 
less favorable than those of the product 
for which the rate reduction is requested. 
Infrequently a rate is held compensatory 
on. the basis of the carrier’s “operating 
ratio” (the ratio of aggregate expenses 
to aggregate income, ordinarily for some 
past period) though almost never on 
this basis alone. 

In a large portion of the approved 
rate reductions it was specifically indi- 
cated that the competitive relationship 
between carriers would not be affected 
by the proposed reduction (Table II) .. 
In most of these instances it was noted 
that the objecting carriers had not in the 
past attempted and were not presently 
attempting to share in the traffic. In seven 
cases the Commission stated that the rate 
structure would not be disrupted by the 
reduction and/or that it would not con- 
stitute destructive or unfair competition. 
In two cases it was noted that granting 
the reduction would not result in diver- 
sion of traffic from another carrier. 

In several of the cases the necessity of 
the shipper for the reduction was appar- 
ently a. significant factor (Table II). 
Such cases are not frequent and the Com- 
mission does not consistently follow the 
policy, for example, that closer competi- 
tors, even-on.the same route, are entitled 
to lower rates, Ordinarily it is sufficient, 
in the Commission’s view, if all shippers 
within a reasonable distance of the mar- 
ket have the same transport charge re- 
gardless of the exact distance. 

In two of the cases studied the fact: 
that the products transported did. not 
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undergo a change of ownership as a re- 
sult of the movement was a relevant 
factor in the Commission’s decision to 
grant a rate reduction (Table II) . Ordi- 
narily the Commission does not stress the 
need of the shipper for economical rates. ® 

In summary, in a little less than one 
third of the cases studied in which re- 
quests for rate reductions were first sus- 
pended, such reductions were finally 
granted. In granting rate reductions the 
Commission was convinced that a com- 
petitive necessity existed for these lower 
rates and that they would be compensa- 
tory. In part a substitute for a finding 
of competitive necessity and in part a 
supplement thereto (especially when the 
competitive necessity stemmed from ac- 
tual or threatened private carriage) was 
a finding that the competitive relation- 
ship between carriers would not be af- 
fected by the reduction. Only in a few 
instances was the effect of lowered rates 
upon shippers stated to be a factor in 
the Commission’s decision. 


Disapproved Rate Reductions. Table 
III contains a breakdown of the more 
significant factors in those cases in which 
the Commission disapproved suspended 
rate reductions. Nominally at least, re- 
ductions are disapproved for the con- 
verse of the reasons why other reductions 
are approved or for a failure to show 
that the grounds for a reduction exist. 


¢ The frequently expressed sentiment of the Commission 
in this respect is amply illustrated by the following quo- 
tation: “. . . . the record fails to establish that the pro- 
posed rate would be sufficiently remunerative for this 
high-class traffic. We were given the power to fix mini- 
mum rates, however, primarily for the purpose of pre- 
venting destructive competition in rates and promoting 
the financial stability of the transportation agencies. Our 
duty in the exercise of that power is not performed if we 
allow competitive rates to gravitate to the lowest possible 
level. Rates should not be permitted to go below levels 
which are inconsistent (sic) with some degree of carrier 
prosperity; and in so fixing them we ought to be able to 
count on the cooperation of the shippers, because reason- 
able prosperity for the carriers is in the final analysis to 
the advantage of those whom they serve.” Liquors, N.O.I., 
from Cincinnati and Lawrenceburg to Twin Cities. 63 
MCC 54 (1954). 


Thus a reduction may be disapproved by 
a positive finding that no “competitive 
necessity” exists, or that the rate would 
not be “reasonably compensatory,” or by 
a negative finding that the proponent 
has not shown it to be competitively 
necessary or reasonably compensatory. * 
And, negatively paralleled to approved re- 
ductions, an adverse finding with respect 
to competitive necessity or effect on the 
existing competitive relationship is cus- 
tomarily followed by an adverse finding 
with respect to the compensatory nature 
of the rate. 


TABLE III—Anatysis oF 91 Disapprovep Rare 
Repuctions Motor Carrier Cases VoLumes 63-64 


Existing competitive relationship would be affected 
(a) Rate structure would be disrupted—unfair and 
destructive competition—lower rate than necessary . 18 
(b) Diversion of traffic would result................ r 
No competitive necessity—or none shown 
(a) Railroad no competitive advantage—or none shown: 
(1) Differential not too large—or not shown so. 8 
(2) Present Motor Transport share just—or not 
SHOWN UNIUSE. 0. osc cc ccccccccceccseces 
(b) Private carrier competition not too great—or not 
sho 


(c) Motor Transport competitors have no advantage— 
OP RUS AIRS a: 5:6. 5is.ccie.e 5 v:s90'9 Sab onc wsieso tes il 
(d) No competitive necessity—or none shown, N.O.I.. 16 
Not reasonably compensatory 
(a) Value of service not reflected sufficiently in rate.. 5 
(b) Rates or earnings compare unfavorably with: 
(1) Some measure of overall costs............ 13 
(2) Other Critevia. 0... cccccccccsecescccces 1 
Not shown reasonably compensatory 
(a) Incorrect or inadequate cost data: 
(1) Over-all cost measure not determinative.. 15 
(2) Deficient or insufficient cost data, N.O.I... 29 
(b) Use of average earnings or other earnings or rates 


on same commodity not determinative.......... 24 
(c) Earnings or rates other commodities not 

GORCTIIMBRUVE, 65:6 650 5ic co scccncecc acd ercootss U 
(d) Not shown reasonably compensatory, N.O.1...... 11 


In finding that no competitive neces- 
sity exists or is not shown to exist the 
Commission often rejects a plea by the 
motor carrier that it is at a competitive 
disadvantage relative to the railroad and 





™ The terms “positive finding” and “negative finding,” 
as used herein, are not to be confused with their more 
specific legal use in constitutional or administrative ad- 
judication. Morris D. Forkosch, A Treatise on Adminis- 


trative Law (Indianapolis, Indiana: The Bobbs-Merrill 


Company, Inc., 1956), pp. 285-286. 
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should be permitted to lower its rate 
more nearly to that of the railroad. In 
eight of the disapproved reductions it 
was found that the rail differential was 
Not too great or had not been shown to 
be too great. In seven instances it was 
held that the truck’s share of the traffic 
was just or not shown unjust. It is diffi- 
cult to tell how effective the railroad 
plea of motor-truck superiority actually 
is but its frequent use indicates that it 
is an effective argument. The courts have 
held that the Commission may not allo- 
cate traffic between carrier modes (Inter- 
state Commerce Commission v. Mechling, 
330 U. S. 567) and in some cases the 
Commission rebuffs the railroads for 
using this plea. Yet the Commission in- 
sists that both forms must be granted a 
“fair opportunity to share in the traffic” 
and maintains on this account certain 
rate differentials. 


In the negative finding that the share 
of the truck has not been shown to be 
unjust it is often indicated that the total 
amount of the traffic available and/or its 
division have not been placed in evi- 
dence. In a positive finding that the pres- 
ent share is just, there is often a statement 
that the motor truck is sharing in the 
traffic despite the lower rail rates. Often 
the Commission, seeing the existing rate 
structure endangered, will enforce a 
truce if both are participating in the 
traffic. 


In some cases in which a motor car- 
rier claims that he is threatened by pri- 
vate-carrier competition, the Commission 
contends that this issue is spurious and 
makes an adverse finding with respect 
to competitive necessity. In essence the 
Commission believes that the carrier or 
shipper, or both, are bluffing. In such in- 
stances it may be held that the carrier 
has not shown that private carriage is a 


sufficiently serious threat. If it thinks 
the shipper is bluffing, the Commission 
will simply state that it has not been 
shown that private carriage could trans- 
port the commodity more cheaply al- 
though in other cases in which it thinks 
the shipper is not bluffing it will require 
no such showing. 


In some cases the Commission bases 
finding of no competitive necessity (or 
no showing of competitive necessity) 
upon the grounds of an absence (or lack 
of proof of presence) of a competitive 
disadvantage vis-a-vis other motor car- 
riers. It is then stated that other carriers 
are participating in the traffic at the 
present rate so that obviously no com- 
petitive necessity exists. 


Since the burden of proof is upon the 
carrier whose proposed rate reduction 
has been challenged the Commission 
need only state that the proponent has 
not shown there to be a competitive ne- 
cessity without stipulating in exactly 
what respect he has failed to do so. Or 
the Commission may make the positive 
finding that no competitive necessity ex- 
ists but in which the grounds for the 
finding are not apparent. As indicated in 
Table III, there were sixteen cases among 
those studied in which the grounds for 
an adverse finding with respect to com- 
petitive necessity were either not appar- 
ent or did not fall within any of the 
classes used for the tabulation. 


In a few instances the Commission 
finds the rate non-compensatory because 
it does not reflect sufficiently the value- 
of-service principle. In these instances the 
products involved usually constitute 
“high-grade” traffic such as liquor, coffee, 
or cigarettes. In effect these cases reflect 
the Commission’s endorsement of price 
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discrimination. * In most instances, how-: 


ever, in which there is a positive finding 
that a rate is not reasonably compensa- 
tory, there is some attempt to show the 
rate’s noncompensatory nature by refer- 
ence to some measure of over-all costs, 
usually ‘‘system-average” expenses. 


The use of “system-average” expenses 
to show that a rate is non-compensatory 
is at least consistent with its frequent use 
in approving rate reductions as compen- 
satory. In the negative finding that a rate 
has not been shown to be compensatory, 
however, one of the grounds for the 
finding is that ‘‘system-average” expenses 
cannot be used to determine the com- 
pensatory nature of the rate. The usual 
grounds for the rejection of ‘“system- 
average” expenses is that this measure 
derives from less-than-truckload as well 
as truck load traffic and is an average of 
the costs incurred in transporting prod- 
ucts having various transportation char- 
acteristics for various distances and hence 
may not be at all closely related to the 
cost of transporting the commodity in 
question. These contentions are un- 
doubtedly true but do not always pre- 
vent the use of “system-average”’ expenses 
in approving a rate as compensatory, or 
disapproving one as non-compensatory. 


8“Price discrimination” is used herein in the econo- 
mist’s sense of the term and not the lawyer’s. More 
specifically, third-degree price discrimination is the type 
of price discrimination referred to herein and exists where 
the rates charged to different groups of customers are 
disproportionate to the marginal costs incurred in serving 
them. In the sense used herein, “price discrimination” is 
thus the economist’s version of the value-of-service prin- 
ciple. Ralph Kirby Davidson, Price Discrimination in 
Selling Gas and Electricity (Baltimore, Maryland: The 
Johns Hopkins Press, 1955); Eli W. Clemens, ‘Price Dis- 
crimination and the Multiple-Product Firm,” The Re- 
view of Economic Studies, Vol. XIX (1950-1951), pp. 1-11; 
Fritz Machlup, “Characteristics and Types of Price Dis- 
crimination,” Business Concentration and Public Policy, 
(Princeton, New Jersey: Princeton University Press, 1955); 
Richard H. Holton, “Price Discrimination at Retail: The 
Supermarket Case,” The Journal of Industrial Economics, 
October 1957, pp. 13-32; and W. David Maxwell, “Price 
Discrimination at Retail: A Comment,” Ibid., July 1959, 
pp. 214-217. 





The cost data submitted by the pro- 
ponent are often found inadequate or 
deficient for many other reasons. Fre- 
quently the methods of allocating fixed 
expenses among the products transported 
(or the complete omission of such ex- 
penses) are criticised. Since there is no 
method of allocating such expenses on 
other than purely arbitrary grounds? it 
is easy to find such data unacceptable— 
despite the fact that in approving a re- 
duction the Commission may do so in 
some instances even though no cost data 
have been submitted. !° Similarly, while 
in approving a reduction the Commis- 
sion may find that the proposed rate 
compares favorably with other rates, in 
rejecting a rate as not shown reasonably 
compensatory it will often hold such 


comparisons to be non-determinative on: 


the ground that it has not been proved 
that the transportation characteristics are 
the same on the traffic whose rates are 
compared as on the traffic whose rate the 
Commission is being asked to reduce. In 
granting reductions the earnings (reve- 
nue) under the proposed rate may be 
approvingly compared with the average 
earnings on all traffic or with the earnings 
on particular traffic. Such comparisons 
when the proposed rate is held not shown 
to be compensatory, however, may be 
held to possess little if any validity. 


In some cases the Commission finds 
that a proposed reduction would disturb 
the existing competitive relationship 
among carriers. Such a finding may, but 
need not always, be accompanied by an 
adverse finding with respect to competi- 
tive necessity but is ordinarily followed 
by an adverse finding concerning the 
compensatory nature of the rate. In eight- 
een of the cases studied (Table III) it 
~ Fritz Machlup, The Economics of Sellers’ Competition: 
Model Analysis of Sellers’ Conduct (Baltimore, Maryland: 
The Johns Hopkins Press, 1952), p. 19 ff. 


1 Drugs or Medicines from Elkhart, Ind., to Topeka, 
Kans., 64 MCC 761 (1955). Lets 3 es 
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was stated that the rate structure would 
be. disrupted and/or that the rate would 
constitute unfair and destructive com- 
petition and/or that the rate was lower 
than necessary to meet competition. 1! In 
seven Cases it was noted that diversion of 
traffic would result. 

The Commission’s concern for the sta- 
bility of the existing rate structure is 
much more pervasive than is indicated 
by the frequency of cases in which overt 
concern is expressed therefor. In denying 
a rate reduction because of a lack of com- 
petitive necessity, or of a conclusive 
showing of such necessity, the Commis- 
sion is constantly weighing the degree of 
competitive necessity against the dam- 
age to the rate structure that granting 
the reduced rate would entail. 

With this consideration in mind, most 
of the inconsistency in the Commission’s 
rulings can be readily resolved. A rate 
reduction may be approved when the 
status quo will not be affected materially 
or when necessary to counterbalance a 
disturbance and thus restore the status 
quo. It then “follows” that the proposed 
rate is “compensatory.” A rate reduction 
will be denied when the status quo is 
threatened and it then “follows” that the 
proposed rate is not or is not shown to 
be “compensatory.” A large element in 
the status quo is the present rate struc- 
ture. 

Suspended Rate Increases. As indicat- 
ed by Table I, suspended rate increases 
are not frequent. There were only two 
such increases among the cases studied, 
while in the same period there were 133 
suspended rate reductions. !? Neither case 


11 The three statements are, of course, interrelated and 
may have appeared separately or together in various cases. 

12 The category, ‘ initiated rate investiga- 
tions,” includes one additional suspended rate increase 
not included within the category of suspended rate 
changes. Since all. rate investigations initiated by the 
Commission could be included within. the other categories 
of Table I, it.was thought less sane to treat them 


separately. 





is typical of rate increases, Rate increases 
ordinarily occur as blanket increases for 
all motor carriers'in a given area of the 
country. One of the two cases referred 
to a proposed rate increase by a single 
carrier and the other by carriers of a spe- 
cialized type throughout the entire coun- 
try. Consequently the discussion will be 
extended to cases other than those in 
the period originally selected. 

Despite their importance, general rate 
increases are not ‘always the subjects of 
printed reports. Thus, in volume 62 of 
Motor Carrier Cases general increases 
were granted to the motor carriers in the 
New England, Middle Atlantic, Rocky 
Mountain, and Pacific Coast states with- 
out resulting in printed decisions. '* Vol- 
umes 60 through 64 of Motor Carrier 
Cases contain no instance in which a gen- 
eral rate increase was denied in toto (in- 
cluding the cases disposed of without 
printed report) . 


A typical case is Transcontinental and 
Western Increases, 1952.14 Led by their 
bureau, 757 carriers sought a general rate 
increase. The Commission chose 17 of 
the 757 as “representative’”’ of the class I 
carriers among them (456 were class I 
carriers) and exhibited their revenues, 
expenses, and operating ratios, noting 
that in the preceding two years these 
ratios had risen until, in the last quarter 
of 1952 the ‘“‘average” stood at 97.31. For 
most of the other class I carriers it was 
indicated that their operating ratios had 
also been rising, giving a combined op- 


18 General Increases—Mountain States—Coast, 62 MCC 
838 (1954); Middle Atlantic Increase—February 195?, 62 
MCC 847 (1954) and General Increases, 1953—Central 
and East, 62 MCC 861 (1953). Because of the large num- 
ber of motor-carrier cases decided by the Commission not 
all of the decisions are printed in Motor Carrier Cases. 
The criteria by which decisions are selected for reproduc- 
tion in Motor Carrier Cases are not, however, explicitly 
stated. 

1661 MCC 755. (1953). For earlier increases in the same 
rates see Transcontinental and Rocky Mountain Increases, 
54 MCC $77 (1952), and Transcontinental Motor. Rates— 
Increases, 49 MCC. 211. (1949). 
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erating ratio of 94.8 for the first two 
quarters of 1952. Almost ignored in the 
report were the carriers who were not 
class I carriers. 

Of the 757 carriers, 14 submitted in- 
formation showing that their labor costs 
had increased, 9 showed that the cost of 
tires and tubes had risen, and 12 indi- 
cated that the cost of fuel had risen. 
Those submitting such information were 
not necessarily among the 17 “‘represen- 
tative” carriers. No other information 
on the increased costs which warranted 
the general increase was contained in the 
written report. 

The railroads and forwarders support- 
ed the general increase on the ground 
that it was necessary to restore the com- 
petitive relationship that existed prior to 
their own most recent increase and the 
Commission compared the increases fa- 
vorably. Admittedly, some of the carriers 
had very low operating ratios but the 
Commission held that the average situa- 
tion of all the carriers had to be consid- 
ered. To a shipper who protested the in- 
crease on his product the Commission 
replied that in a proceeding of this na- 
ture it was not feasible to exempt par- 
ticular commodities and that he was not 
precluded from bringing a maladjust- 
ment to its attention later (when he 
would have the burden of proof). 

The use of operating ratios has occa- 
sioned qualms among the Commission 
itself.15 Little is implied about changes 
in motor-carrier profitability in what is 
occurring to operating ratios. Operating 
ratios may increase while net profits are 
rising and attempts to keep the operating 
ratio at a minimum involve sacrificing 
some profits.?¢ 


35 Ibid., pp. 762-768. 

1® Minimizing the operating ratio means that produc- 
tion is halted where marginal cost is equal te the product 
of the ratio of total cost to total revenue and marginal 
revenue. Halting output at a point which minimizes the 
operating ratio (when <1) means the loss of some profit 
needlessly and avoidable under-utilization of capacity. 


Complaints Against the Level of Exist- 
ing Rates. As indicated by Table I, there 
were nine cases (not including Commis- 
sion-initiated investigations) in which 
the level of existing rates was contested; 
seven of these cases resulted in favorable 
findings concerning the existing rates. 
The relative paucity of such cases is due 
primarily to the fact that the burden 
of proof is upon the protestant in such 
cases rather than upon the carrier whose 
rates are assailed. 

A shipper may complain that the rate 
he pays is unjust and unreasonable, is 
unduly preferential or discriminates un- 
justly against him; or competing motor 
carriers or the railroad may contend that 
the rate charged by a particular motor 
carrier is unduly low, noncompensatory, 
and constitutes a destructive rate prac- 
tice. The latter type of complaint is apt 
to be “pure,” i.e., to be a complaint sole- 
ly against the level of the rate whereas 
in complaints by shippers the charge 
against the level of the rate is ordinarily 
ancillary to some other issue—most fre- 
quently the applicability of the rate. To 
the average shipper the burden of proof 
would be far too great an obstacle to 
surmount if only its level were involved. 

The complaints, in the year studied, 
were almost evenly divided between 
those initiated by shippers and those ini- 
tiated by other carriers or carrier organi- 
zations.’7 One shipper’s complaint was 


i Initiated by shippers were the following five cases 
(by title case): Southeast Shippers Association, Inc., v. 
Atlanta, Columbus, Albany Motor Line, Inc., et al., 63 
MCC 491 (1955); Fred Baumgarten v. Bekins Van and 
Storage, Inc., et al., 63 MCC 560 (1955); Globe Union 
Company, Inc., v. Transamerican Freight Lines, Inc., 63 
MCC 734 (1955); Auto Specialities Manufacturing. Com- 
pany v. Norwalk Truck Line Company, et al., 64 MCC 
225 (1955); and Kelsey-Hayes Wheel Company v. Kramer 
Bros. Freight Lines, Inc., 64 MCC 782 (1955). 

Initiated by carriers or carrier organizations were the 
following cases (by title case): Merchandise in Mixed 
Truckloads-East, 63 MCC 453 (1955); New England Mo- 
tor Rate Bureau, Inc., v. Anna Bradley, Doing Business 
as Bradley’s Express, 683 MCC 668 (1955); Cement from 
Universal, Pa., Schwerman Co., 64 MCC 489 (1955); and 
Thomas C. Jensen, Doing Business as Jensen’s Transport 
v. Ruan Transport Corporation, 64 MCC 677 (1955). 
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sustained on the ground that similar 
commodities enjoyed a lower rate in the 
tariff. ® Three of the complaints initiated 
by other carriers or organization of car- 
riers were dismissed. 

The instance in which the complaint 
of other carriers was sustained is that of 
New England Motor Rate Bureau, Inc. v. 
Anna Bradley, Doing Business as Brad- 
ley’s Express.'® The defendant and a rail- 
road were the only competitors for the 
traffic in question; nevertheless, the Rate 
Bureau contended that the rate was non- 
compensatory and unjust and unreason- 
ably low. The Commission found the 
rate noncompensatory but approved an 
alternative rate suggested by the defend- 
ant (in the event that he could not 
maintain the existing rate) which ex- 
ceeded the present rate by approximately 
five percent. Such an increase caused it 
to be exactly the same as the rail rate. 

Commission-initiated Rate Investiga- 
tions. The Commission may institute 
rate investigations of any of the types 
indicated by the other categories of Ta- 
ble I upon its own motion when it so 
desires. There are indications from the 
limited number of cases studied, how- 
ever, that the outcome is apt to differ 
somewhat from the majority of the cases 
in the categories into which they would 
otherwise fall. Where the level of an ex- 
isting rate is contested by the Commis- 
sion, for instance, it is more apt to be 
found unlawful than if a private party 
had complained. Another feature is that 
frequently these cases are concerned with 
matters in which much of the industry 
might be interested. One of the cases in- 
volved the question of whether or not 
in requests for general rate increases 
different percentage increases could be 
requested for different traffic. The Com- 


18 Kelsey-Hayes Wheel Company v. Kramer Bros. Freight 
Lines, Inc., op. cit., p. 784. 
9 Op. cit. 


mission opposed such a procedure, grant- 
ing only a flat increase to all traffic. ?° 
Similarly, it was held in two cases that all- 
commodity or all-freight rates could not 
be less than forty-five percent of the 
first-class rail rate or below the rail all- 
commodity rate. 21 The Commission’s ra- 
tionale in cases instituted on its own 
motion does not differ markedly, how- 
ever, from its rationale in similar cases 
arising upon the initiative of shippers or 
carriers. 

Cases Involving Pick-up, Delivery, Dis- 
tribution, and Other Charges. A few of 
the cases are concerned with pick-up, de- 
livery, distribution, and various other 
extra charges not included in the basic 
rate; or allowances granted to the shipper 
for his performance of some parts of the 
transportation services included in the 
rate, such as bringing the products to be 
transported to the motor carrier’s termi- 
nal. Depending upon the degree of sol- 
idarity and the competitive situation 
faced by the motor carriers they may 
wish to decrease or increase such charges 
or allowances. In instances in which a 
carrier is in effect proposing a rate reduc- 
tion other carriers object. In cases in 
which a rate increase is being, in effect, 
proposed, the shippers protest. By and 
large the Commission’s rulings are con- 
sistent with those in regular rate cases. 
Increased Rates Pacific Northwest, 1953, 68 MCC 113 
(1954). 

21 Merchandise in Mixed Truckloads—East, op. cit., and 
Merchandise Betz Chicago and Cincinnati, Indianap- 
olis, 64 MCC 791 (1955). In addition to the cases cited 
in the preceding footnote and in this one the Commis- 
sion-initiated rate investigations studied were (by title 
case): Inside Pickup and Delivery, 683 MCC 79 (1954); 
Native Lumber from South Dakota to Colorado, 63 MCC 
263 (1955); Long Island Arbitraries—1953, 68 MCC 375 
(1955); Various Commodities from the Twin Cities to 
Iowa, 63 MCC 663 (1955); (counted as two separate 
cases because of different rulings by the Commission on 
the rates involved); Building Materials—Wenham Trans- 
portation, Inc., 64 MCC 219 (1955); Cement from Uni- 
versal, Pa., Schwerman Co., 64 MCC 489 (1955); Sodium 
Hypochlorite Solution from the Twin Cities to Chicago, 


64 MCC 621 (1955); and Macaroni from the Twin Cities 
to the Tri Cities, 64 MCC 759 (1955). 








90 LAND ECONOMICS 


When possible, the charges or allowances 
are compared with those of other carriers 
and stability in this portion of the rate 
structure is sought no less than in other 
portions. 


Cases Involving Product Classification. 
Like the rail classification system from 
which it originally sprang, the motor- 
carrier classification system is quite 
complex. As a consequence, questions 
sometime arise concerning the applica- 
bility of the rates charged on particular 
products, The primary question is wheth- 
er or not the carrier in applying the rate 
to the traffic in question conformed to 
the description of the types of products 
transported which most logically includes 
the product in question. Thus, in a case 
involving children’s night lights consist- 
ing of plastic snow men and Santa 
Clauses, the motor carrier charged the 
first-class (higher) rate on Christmas or 
holiday decorations instead of the sec- 
ond-class (lower) rate on electric lamps 
and children’s plastic night lights which 
the shipper felt to be applicable.” 


Many cases involving the applicability 
of rates are similar to this case. Frequent- 
ly it is apparent that the value-of-service 
principle, or price discrimination, is an 
important factor in the classification sys- 
tem. The use or function of a commodity 
is often a determinant of the proper rate 
to be applied to it, despite the fact that 
the cost of transporting it is unaffected 
by such use or function.** Similarly a 


22 Cases studied which involved pick-up, delivery, dis- 
tribution, and like charges were (by title case); Inside 
Pickup and Delivery, op. cit.; Surcharge on Small Ship- 
ments within Central States, 63 MCC 157 (1954); Dray- 
man’s Association of San Francisco, et al., v. Merchants 
Express Corporation 64 MCC 51 (1955); Malt Liquors 
and Containers-Basarich Trucking, 64 MCC 80 (1955); 
Pickup and Delivery Allowance at St. Louis and Kansas 
City, 64 MCC 163 (1955); Pickup and Delivery Charges 
at Kentucky and West Virginia Points, 64 MCC 199 
(1955); and Distribution Rates—Friedman’s Express, Inc., 
64 MCC 698. (1955). 

% Stanley Home Products, Inc. v. A. B. & C. Motor 
Transportation Inc., et al., 63 MCC 438 (1955). 


commodity which has undergone proc- 
essing which affects its value but can 
have had little or no effect upon the cost 
of transporting it may be subjected to a 
higher rate and different rates are often 
quoted for the same commodity in ac- 
cordance with its value. 75 

In cases involving product classifica- 
tion the Commission seems inclined to 
look at each case as it arises in terms of 
the descriptions in the tariff and the na- 
ture of the commodity. In such cases the 
burden of proof is not the obstacle it 
often is in rate reductions or complaints 
against existing rates. Both parties (ordi- 
narily the shipper and the motor carrier) 
appear to be on equal legal footing. Nor 
do the over-all objectives of the Commis- 
sion appear to figure strongly in these 
cases. One does not receive the impres- 
sion that the Commission is fighting to 
maintain the rate structure or otherwise 
reinforce the cartels. There is no indi- 
cation that higher rates per se are more 
apt to be found applicable than are low- 
er rates.?¢ 

Conclusions 

Rate regulation is primarily concerned 
with preventing reductions in transport 
rates where such reductions threaten the 
general level of rates or their stability. 


“HE g., Midwest Manufacturing Corporation v. Dohrn 
Transfer Company, et al., 64 MCC 83 (1955); Kelsey- 
Hayes Wheel Company v. Kramer Bros. Freight Lines 
Inc., op. cit.; Auto Specialities Manufacturing Company v. 
Norwalk Truck Line Company, et al., op. cit. 

%E.g., Coating Products v. T. Porto and Sons, Incor- 
porated, 63 MCC 766 (1955); and Auto Specialities Manu- 
facturing Company v. Norwalk Truck Line Company, et 
al., op. cit. 

% Cases studied involving product classification or the 
applicability of rates were (by title case): Hewitt-Robins, 
Incorporated v. Mid-States Freight Lines, Inc. 63 MCC 
243 (1955); Fred Baumgarten v. Bekins Van and Storage, 
Inc., et al., op. cit.; Mauer-Never Corporation v. Mid- 
States Freight Lines, Inc., 63 MCC 587 (1955); Lawson 
Manufacturing Company v. Glendenning Motorways, In- 
corporated et al., 63 MCC 590 (1955); Globe Union Com- 
pany, Inc. v. Transamerican Freight Lines, Inc., 63 MCC 
734 (1955); Barshaw Chemical Company v. Continental 
Transportation Lines, Inc., 64 MCC 395 (1955); Fedders- 
Quigan Corporation, et al. v. Long Transportation Com- 
pany, et al., 64 MCC 581 (1955); Three Star Smoked Fish 
Company, Inc., et al v. Ringsby Truck Lines, Inc., 64 
MCC 773 (1955). 
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Rate reductions (when contested) are 
normally permitted only if the Commis- 
sion is convinced that the reduction is 
necessary to permit the carrier or group 
of carriers to meet competition or if the 
reduction will have negligible repercus- 
sions on the competitive relationships 
between carriers. Nominally important 
is the compensatory nature of the rate 
but this criterion has little independent 
existence, serving primarily to reinforce 
findings reached on other bases. 

Rate regulation imposes few restraints 
upon the efforts of carriers to raise col- 
lusively their rates. The major restraint 
is the proviso that the rates on all com- 
modities must be raised simultaneously. 
This limits the ability of carriers to prac- 
tice price discrimination and inevitably 
gives rise—after every rate increase—to 
a host of litigation by which carriers try 
to reduce the rates on specific commodi- 
ties, the demand for the transportation 
of which possesses such elasticity as to 
make the increase unwise. Thus rate dis- 
parities are preserved which are based 
on differences in elasticities which have 
altered drastically. 

The Commission cannot be so easily 
charged with the inefficient practice of 
price discrimination, however, for the 
elasticity that is relevant to the Commis- 
sion is that of the total demand for the 
transportation of the commodity in ques- 
tion. This elasticity is apt to be less than 
that of the demand confronting the rail- 
roads in the area, that of the organized 
groups of motor carriers or that of the 
individual carriers. Consequently, a rate 
which maximizes the profit received by 
all carriers may appear too high to each 
of them separately or to each of the car- 
tels into which the different forms of 
transport are organized. The Commis- 
sion, therefore, by requiring general rate 
increases to apply equally to all commod- 
ities, may not be simply institutionalizing 


‘rate disparities based upon outmoded 
elasticities but may be forcing the ob- 
servance of the elasticities most relevant 
to the Commission’s over-all objectives. 
The problems of rate regulation thus 
stem in large part from differences in 
the elasticity of the demand for trans- 
port as viewed by different observers. 
An individual common carrier, harassed 
by the private and contract carriers in 
his territory, may view the demand for 
the transportation of some particular 
product as highly elastic while the cartel 
of which he is a member may view the 
demand for the transportation of that 
commodity as much less elastic. In turn 
the elasticity may appear even smaller to 
the Commission. The Commission un- 
doubtedly realizes the anomalous fact 
(though in other terms) that in the car- 
tel arrangement which it heads the sub- 
sidiary units must be restricted in their 
ability to practice separately price dis- 
crimination, for the attempts of all firms 
to follow price discrimination based on 
the elasticities of the demands which they 
separately face might lead to a lessened 
ability of any of them to discriminate. 
If the economic regulation of motor 
trucking were suddenly abolished, the 
attempts of individual motor-carrier 
firms to practice price discrimination 
more neatly tailored to the elasticities of 
the particular demands confronting them 
would constitute the path to a competi- 
tive organization of the industry in 
which the ability to follow this practice 
would be virtually absent. Thus as long 
as the primary goal of regulation is not 
to minimize the costs incurred by society 
in moving its products from place to 
place but is instead to raise these costs 
so as to safeguard the financial position 
of the movers, the regulatory authorities 
must see to it that the movers together 
follow a principle which they are not 
completely free to follow separately. 











Feudalism and Agricultural Development: The Role 


of Controlled Credit in Chile’s Agriculture 
By ERNEST FEDER* 


A “major driving force in the Chilean 
inflation of the past two decades has 
been the failure of the food supply per 
capita to grow.””! This finding of a recent 
research publication on Chile’s record 
inflation (one of the factors causing the 
country’s economic stagnation) seems to 
furnish further evidence that agricul- 
tural development in Chile—and other 
Latin American countries—is a concom- 
itant to economic growth. Since the 
beginning of World War II, Chile’s in- 
dustrial production at first grew rapidly 
and has tapered off during the last five 
years, But agricultural output has shown 
a decrease over this period.? Today, 
(1959) the country is plagued with a 
declining level of food consumption, 
growing unemployment and other signs 
of an economic depression, accompanied 
by sharp population increases and heavy 
rural-urban migration. 

That agriculture is a drag on the econ- 
omy is evidenced by the country’s need 
for importing foods of the types pro- 
duced locally (in addition to those not 
grown at home) and by spending one- 
sixth of its foreign currency expenditures 
on imports of such food items in order 
not to permit the level of consumption 
to drop at the same rate as production. ® 

* Department of Agricultural Economics, University of 
Nebraska, Lincoln. The material presented in this article 
is based in part on a research study entitled, Controlled 
Credit and Agricultural Development in Chile which is 
to be published shortly (in Spanish) by the Instituto de 
Economia of the University of Chile. The author wishes 
to thank George Brandow, John Muehlbeier and Hugh 
Cook for their helpful comments. 

1 David Felix, Desequilibrios Estructurales y Crecimiento 
Industrial—El Caso Chileno (Santiago, Chile: Instituto de 
Economia de la Universidad de Chile, 1958), p. 20. 

Gross production has increased slightly but per- 
capita production declined sharply. 

* Desarrollo Economico de Chile, 1940-1956 (Santiago, 


Chile: Instituto de Economia de la Universidad de Chile, 
1956), pp. 115-6. 


These expenditures have not been offset 
by increased food exports, since these 
have declined too. It is perhaps not far- 
fetched to predict that without a reversal 
of the trends, a food crisis may face the 
country within a brief span of time. 

Chile’s agricultural “progress in re- 
verse” has taken place under essentially 
favorable physical and not adverse econ- 
omic conditions. The country is endowed 
with the resources and an excellent cli- 
mate for the production of an infinite 
variety of foods—including specialty 
crops that can be grown intensively in 
the rich central valley—adequate to sup- 
ply its own people and perhaps those 
of neighboring countries as well. Chile’s 
farmers have not been faced with a lack 
of economic incentives for increased food 
output. Agricultural and food prices rose 
considerably more than industrial prices * 
and land values increased sharply while 
tax assessments were extremely low, ex- 
port-import regulations advantageous 
and credit policies discriminatory in fa- 
vor of agriculture. The basic reason un- 
derlying the failure of Chilean agricul- 
ture to keep up with growing needs may 
have to be sought in its semi-feudal 
structure. 

The Chilean government has attempt- 
ed, through the organization of a con- 
trolled ‘development credit” system, to 
spark the country’s agriculture into a 
higher gear of activity. In general, agri- 
cultural credit has three major objec- 
tives: to assist farmers in financing 
current operating expenses; to finance 
the purchase of capital equipment and 
the construction of capital improvements; 
and to improve the living standards of 


* David Felix, op. cit., pp. 20-21. 
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rural people. Of these the second is the 
most closely related to progress, Credit 
is, of course, not the only way to achieve 
this end. Farmers can use their own re- 
sources to finance increased productivity 
or the government can invest the taxpay- 
ers’ money directly in capital improve- 
ments. For example, according to a 
recent study American farmers financed 
the largest proportion of capital in agri- 
culture (and hence increased productiv- 
ity) out of their own resources, i.e., 
their own incomes and savings.® In a 
country like Chile where the rate of pri- 
vate savings and investments is low and 
where, moreover, “all groups from farm- 
ers to industrialists to domestic miners, 
look to the government to provide them 
with ... facilities which in more dynamic 
capitalistic countries would in large part 
be provided through private invest- 
ment,” ® state-subsidized and controlled 
development credit may appear to be 
the logical solution. 


But now it becomes doubtful whether 
the program is adequate to achieve its 
proposed objective within the structure 
of Chile’s agriculture. The implementa- 
tion of the credit program and, more 
specifically, the manner in which credit 
has been allocated amongst farmers is 
the topic of this inquiry. It will prob- 
ably surprise no one if it should be 
found that this allocation is highly “un- 
equal.” Unequal distribution of loan 
funds is not necessarily detrimental per 
se to agricultural development if credit 
is granted to the most productive users. 
However, it is perhaps much more prob- 
lematic in a country where loanable 
funds are very scarce and where, as in 
Chile, agriculture is characterized by a 
semi-feudal land-holding system, i.e., 


5A. S. Tostlebe, Capital in Agriculture: Its Formation 
and Financing Since 1870 (Princeton, New Jersey: Prince- 
ton University Press, 1957). 

® David Felix, op. cit., p. 27. 


where a very high proportion of land is 
owned or farmed by a few large estate- 
holders; where social and economic de- 
pendency of farm workers on their 
employers, the rate of tax evasion, rural 
analphabetism and rural poverty are 
prominent. 

This inquiry was not directed towards 
determining whether the principal re- 
cipients of agricultural credit are the 
“best users” of loaned funds—i.e., wheth- 
er they contribute the most to increased 
productivity. However, it was found that 
the program does not provide for stand- 
ards which permit a distinction to be 
made between “good” and “poor” users 
from the point of view of agricultural 
development. There is need for much 
more accurate evidence on the returns 
from loans which are obtained by loan 
recipients as compared to returns which 
non-recipients, or those who receive only 
a small portion of it, could obtain with 
the same financial assistance. But on the 
basis of already existing evidence on the 
performance of Chile’s agriculture—to 
be examined briefly in connection with 
the distribution of loans—one can hard- 
ly refrain from questioning whether 
rapidly increasing food output by means 
of the existing development credit pro- 
gram can be adequate in a rapidly grow- 
ing and industrializing economy, when 
an agriculture retains the above-men- 
tioned anachronistic features. 

The association which, according to 
previous research studies, seems to exist 
between the social structure of Chile’s 
agriculture and its low productivity pre- 
sents a knotty and urgent challenge to 
both social scientists and politicians. We 
are accustomed to explain the extraordi- 
nary growth of agricultural output in 
countries such as the United States, 
Australia or Canada by their wealth of 
resources or their successful industriali- 
zation and we believe the Latin Amer- 
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ican countries will reach the status of 
these models through gradual evolution 
and in imitation of their economic de- 
velopment. But lately our attention is 
directed towards successes in planned 
economies, such as China’s, where in a 
relatively short period of time food out- 
put and consumption levels are said to 
have soared. Only recently, Lord Boyd 
Orr was reported by The New York 
Times to have stated that “his inspection 
[of China’s agriculture] convinced him 
that Chinese estimates of huge increases 
in food production were not exagger- 
ated.””7 Such statements are magnetizing 
for Latin Americans even though the 
claimed progress may have been achieved 
at the expense of painful curtailments 
of individual liberties. And the pressure 
for an immediate solution of the food 
problem by a peaceful and rational re- 
organization of the agricultural structure 
as advocated by such economists as Jorge 
Ahumada in his “En Vez de la Miseria’’® 
is growing. 


The Legal Framework of Chile’s Agricul- 
tural Credit Control (as of Early 1959) 


In order to check the growth of infla- 
tion and to assure that scarce loanable 
funds are actually used for the purpose 
for which they are designed, the Chilean 
government initiated in 1953 a control 
system with respect to all credit granted 
by the Departamento Agricola of the 
Banco del Estado, a state-owned banking 
institution, The Departamento which 
took over the functions of the old Caja 
Agraria lends at present nearly all of the 
so-called development credit (credito de 
fomento) granted by Chilean banking 
institutions. Development credit consists 
of loans of relatively short duration pay- 
able at harvest, or of intermediate length, 
i.e., up to 3 or 5 years, depending on the 


7 The New York Times, May 14, 1959, p. 1. 
§ Santiago, Editorial del Pacifico S.A., 1958. 


type, purpose and security of the loan. 
They are designed expressly to stimulate 
the country’s agricultural industries. 
Furthermore, the Bank lends to farmers 
over two-fifths of all credit originating in 
banks. Hence, one may speak of the 
monopoly position of the Banco del Es- 
tado in the realm of development credit, 
and the credit practices and policies of 
the institution are of paramount im- 
portance. 

The Departamento Agricola makes 
credit available in cash or through the 
purchase of merchandise from the ware- 
houses of the Bank or, through consign- 
ment sales, from a dealer. This latter 
form of granting credit, operated as it is 
on a rather large scale, is quite unique 
in the history of agricultural credit and 
enables the institution to direct and su- 
pervise the use of credit with relative 
ease. It is assumed that the granting of 
merchandise credit has a built-in control 
system which customers cannot easily 
sidestep. As a matter of of fact, there is 
little evidence that borrowers violate the 
law by reselling Bank merchandise at 
higher prices to non-borrowers. With the 
existing scarcity of inputs, such cases of 
dishonesty should be rare indeed. 

Credit controls can be classified into 
quantitative and qualitative measures. 
Quantitative controls regulate the 
amounts of loans which can be granted 
(a) in toto by the Bank, (b) by each 
local branch, (c) to each individual 
borrower and (d) according to type, 
purpose and security of the financial as- 
sistance. The overall amount of new cash 
credit is determined by the government 
at periodic intervals in relation to the 
amount of credit outstanding® whereas 
the maximum of new merchandise credit 
is limited both by the amount of mer- 


®* See, V. Bacigalupo, El Control Restrictivo del Credito— 
Como Se Ha Aplicado Por El Banco Del Estado (1958 ?) 
(mimeo). 
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chandise which the institution is author- 
ized to purchase through its annual 
budget and, with respect to specific com- 
modities, by the supply available in the 
market (for example, the quantity of 
wheat seed available in a given year), 
the capacity of the Bank’s warehouses, 
and the farmers’ ability to buy. Local 
branches have predetermined quantities 
of credit available for distribution with- 
in a given time period and loan applica- 
tions which exceed this limit must be 
authorized by the Central Office in San- 
tiago. The branches can grant loans to 
individual borrowers only up to a speci- 
fied amount and applications exceeding 
these individual limits must also be chan- 
neled through the Central Office for 
approval. Furthermore, individual bor- 
rowers can obtain loans only up to the 
following overall totals: 1° 


For real estate secured loans 

He eeeer 25 million pesos up to 5 years 
For chattel secured loans 

teas wy 15 million pesos up to 4 years 
For other loans 

HINOEPE 5 million pesos up to 3 years 


In general, the Bank will not lend 
to borrowers if their indebtedness ex- 
ceeds 50 percent of the net capital (capi- 
tal comprobado) but, in establishing the 
debt, the Bank may disregard certain 
types of credits and may be taking the 
customer’s solvency and his repayment 
record into account. Finally, quantita- 
tive limits are set for specific loan pur- 
poses and some quantitative differences 
exist with respect to the status of the 
borrower, But these are associated close- 
ly with the qualitative controls. 

Qualitative controls refer to (a) bor- 
rowers, (b) type of security offered or 


10 United States $1 equals 1050 pesos chilenos. All debts 
(including non-agricultural) of a borrower may not ex- 
ceed 1.5 0/00 of the paid-up capital, reserves and de- 
posits of the Bank. 
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required, (c) purpose and terms of loans 
and (d) supervision and inspection. 
Borrowers must be farm-owners, tenants 
or sharecroppers (medieros) and must 
certify their status when applying for a 
loan. In some instances, tenants and 
sharecroppers are limited in their ability 
to obtain loan grants and the Bank treats 
so-called “small farmers” —i.e., those who 
have small net capital—differently from 
others in part by providing for certain 
exceptions to generally accepted com- 
mercial lending practices and by per- 
mitting grants on the basis of personal 
ability, or knowledge or honesty, rather 
than the commercial value of their se- 
curity.11 The purpose of these provi- 
sions is supposedly to facilitate the 
granting of loans to small farmers. 

The Bank has established a list of items 
for which it will extend loans and their 
terms; and it can verify, by inspection 
or otherwise, whether the funds are be- 
ing used for the purpose for which they 
have been requested both prior and after 
the granting of the loan and it can verify 
the conditions of the collateral. 

With respect to cash loans, the Bank 
lends specified amounts of money for 
livestock or for specific crops and farm- 
ing operations usually on the basis of 
predetermined sums, rates of interest and 
maximum repayment periods. 1 For mer- 
chandise loans similar regulations exist 
with respect to the various categories of 
commodities handled by the Bank. These 
consist of seeds, fertilizers and lime, dis- 

11 The provisions relating to the definition of “small 
farmer” are not clear. 

12 Major loan categories are: (1) field operations asso- 
ciated with the seeding of crops and vegetables or with 
orchards (including the preparation of the land); (2) 
poultry and bees; (3) permanent improvements; (4) for 
commodities not in the Bank’s warehouses; (5) livestock. 
As an example, the Departamento now lends 8,000 pesos 
per hectare for potatoes at 12 percent interest to be 
repaid at harvest time; 12,000 pesos for young cattle for 
one year; 6,600 pesos for certain soil improvements, with 
interest payment after the first year, 40 percent of the 


loan after the second year and the remainder after the 
third year. 
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infectants and weed killers; machinery, 
equipment, fences and other items. A 
list of commodities available at the in- 
stitution is published at intervals togeth- 
er with their respective prices. On the 
whole, the Bank furnishes these farm in- 
put credits at more favorable terms than 
farmers could obtain from the trade, 
notwithstanding a 2 percent commission 
which the Bank charges its borrowers. 
It can exercise some influence over the 
type of farm products to be grown by 
granting credits at terms more favorable 
for some than for other operations, or 
through its own purchase policies. In 
addition, the Bank is pursuing a stated 
policy of granting merchandise loans in 
preference to cash loans wherever this is 
possible. 


Supervision and control of borrowers 
mean that loan requests may be, and in 
some cases must be, accompanied by de- 
tailed reports of “‘inspectores tasadores” 
on the nature and desirability of the 
operation which the consumer intends to 
carry out and on the status of the appli- 
-cant’s farming operation. The request 
itself must clearly state the use to which 
the loan is to be put, a requirement 
which makes it necessary for a borrower 
to make a separate request for each in- 
tended operation. This has the advan- 
tage of enabling the inspectors to carry 
out subsequent inspections with greater 
ease and to identify the collateral asso- 
ciated with the loan. Part of the borrow- 
er’s request is a statement of his financial 
situation, which must not be older than 
25 months (or 15 months for tenants) 
and contain a list of all his assets and 
their values, and of his liabilities. Fur- 
thermore, the local branch submits a 
list of the customer’s current debts con- 
tracted with the Bank whenever a loan 
application is transmitted to the Central 
Offices in Santiago. 


In the Central Offices the task of grant- 
ing loans in excess of local branch or 
individual borrower’s margins is in the 
hands of an agricultural committee, 
which may handle loans up to a certain 
limit, or will be passed on to the Comite 
Ejecutivo, the highest board of the De- 
partamento Agricola. 


The Implementation of the Program 

There can be little doubt that the 
Banco del Estado is operating within a 
fairly consistent and fairly well inten- 
tioned set of regulations which could 
provide the basis for an equitable distri- 
bution of funds to farmers who are able 
to use credit to maximum advantage. 
Let us examine whether the implemen. 
tation of the program gives reason to 
doubt that these expectations are being 
fulfilled. 18 


The Economic Framework. The allo- 
cation of credit to borrowers takes place 
against the background of a general 
shortage of credit funds for agriculture; 
loan terms which are deteriorating and 
inadequate for agricultural development; 
a highly centralized system of operation; 
and a declining proportion of loans de- 
signed to increase agricultural produc- 
tivity. 

Credit in Short Supply.1* In 1957 and 
1958 the Departamento Agricola lent 
21.8 billion pesos and 26.4 billion pesos 
through 64,600 and 61,900 individual 
loan operations respectively. The num- 
ber of borrowers receiving these new 
loans during the two years was probably 


18 The information of the Bank’s lending practices is 
based on: (a) published data; (b) summary records of 
the Central Office’s Committees; (c) records of one small 
local branch near Santiago; (d) a random sample of 137 
loan requests handled by the Executive Committee; (e) 
interviews of 21 of the 137 loan applicants (not a ran- 
dom sample). 

%4 See also, P. Rios C. et al, El Credito Agricola en 
Chile, 1940-55 (Santiago, Chile: Ministerio de Agricul- 
tura, 1957), pp. 76 ff., who drew similar conclusions al- 
ready on the basis of data up to 1955. 
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around 30,000.15 Consequently, the ma- 
jority of the country’s farmers ** received 
no development credit from the institu- 
tion at all. They either had to operate 
without such assistance altogether or 
could obtain it only at considerably less 
favorable conditions from sources other 
than public or private lending institu- 
tions. The average Bank loan size was 
$338,000 and $427,000 in 1957 and 1958, 
respectively. It will be shown later, how- 
ever, that this average is misleading as 
an indication of the amount of credit 
available to each borrower. 


It may come as no surprise therefore 
that requests exceed loan grants (par- 
ticularly cash loans) by a wide margin. 
On loan applications handled by the 
Central Office’s two Committees in 1957 
it was estimated that nearly one-third of 
the requests were not granted either as a 
result of complete refusals or of approv- 
ing the loan requests at a scaled-down 
figure. In fact, it was significant that at 
times the amount of credit requested 
from the Executive Committee alone 
exceeded the loans granted by the Bank 
as a whole. However, the statistics do not 
reveal the entire picture, inasmuch as 
many farmers—knowing the difficulties 


15 The Bank has not published data on the number of 
new borrowers within a given year, but for 1958 had 
reported 84,000 loan operations outstanding and 43,000 
borrowers of loans outstanding, i.e., a ratio of 1 to 2. 
If this ratio is applied to new loan operations we obtain 
about 30,000 new borrowers. However, V. Mannerelli M., 
in a paper entitled, ‘““Tipos de Credito en Chile y Bene- 
ficiarios del Credito,” presented at a meeting before the 
Sociedad de Economistas Agrarios de Chile in November 
1958, estimated the average number of farmer-borrowers 
between 1953-1957 at only 14,500 on the basis of 4 loans 
per borrower. For reasons shown hereinafter, this figure 
appears to be too low. 

1¢ The Ministerio de Agricultura reports 124,400 farms 
(“explotaciones”) with one hectare or over in 1955 
(La Agricultura Chilena en el Quinquenio 1951-1955, 
Santiago, Chile; 1957, p. 30) and refers to the Censo 
Agropecuario de 1955 as enumerating $21,000 “‘produc- 
tores y miembros de su familia,” ‘“‘productores” including 
owners, tenants and others in agriculture. (Ibid. p. 19.) 
One agricultural economist stated that there are 190,000 
farm owners in Chile (P. Rios C., op. cit., p. 3) but the 
term “owners” may be erroneous. 


which confront them in obtaining loan 
grants—do not bother to stand in line 
for loans. Hence, the information prob- 
ably understates sharply the gap between 
the need for and the supply of credit. 
Closely related to the scarcity of credit 
is the Bank’s policy of curtailing loan 
requests for (a) cashand (b) for amounts 
larger than in other requests. The Execu- 
tive Committee’s rejections (including 
both outright refusals and scale-downs) 
of cash loans were estimated at about 54 
percent whereas merchandise loans were 
rejected at the rate of 26 percent. This 
is, of course, consistent with the general 
rationing of cash credit funds and of the 
Bank’s policy of favoring merchandise 
credit but it may also be indicative of 
the fact that the gap between demand 
and supply is larger for cash than for 
merchandise credit and that the latter is 
unable to fulfill all the functions of 
credit—particularly inasmuch as requests 
for cash loans about equalled those for 
merchandise loans. On the other hand, 
the Executive Committee tended to treat 
requests for larger amounts more harshly 
than those for smaller amounts. '!7 Only 
where borrowers made appeals against 
the Committee’s previous refusal to grant 
a loan did this rule not hold, so that it 
appeared as if persistency by the—usual- 
ly large—customer sometimes paid off. 


Terms of Credit. The average length 
of loans has decreased sharply during the 
last 10 years. At the present time, loans 
which are repayable in 3 to 5 years are 
scarce and long-run loans are non-ex- 
istent.18 As a matter of fact, Chilean 
farmers seem to have forgotten the dif- 
ference between short, intermediate and 
long-run credit; and they consider loans 
exceeding one year as long-run. The in- 


11 The dividing line seemed to be 1,000,000 pesos. The 
highest rate of rejection was to be found among loan 
requests for cash exceeding 5,000,000 pesos. 

38 See, P. Rios C., op. cit., pp. 71 ff. 
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terest rate also is very high and, if the 
commission and other charges are added, 
it probably runs to about 15 or 18 per- 
cent for the Departamento’s develop- 
ment loans. This is well below interest 
rates on loans granted by other banks, 
other Departamentos of the Banco del 
Estado, or by private lenders, but farm- 
ers consider these charges prohibitive 
when they have to rely on farming as 
their only source of income even though 
interest rates have been below the rate 
of inflation during the last five years. 1 
Some economists consider that the so- 
called ‘‘negative rate of interest” in agri- 
culture (i.e., the excess of the rate of 
inflation over the average rate of interest 
on development loans) is a bonus to 
farmers. This seems convincing prima 
facie, but it will be seen that it is a mis- 
leading argument. 

Centralization. The margins imposed 
on local branches and individual loans 
make it necessary to channel a high pro- 
portion of requests and grants through 
the Santiago office. In terms of money 

- the Executive Committee alone author- 
ized directly probably about 50 percent 
of the loan grants by the Bank in 1957. 
But at certain times of the year it han- 
dles most, if not almost all of them. If 
the Agricultural Committee’s loan grants 
are added it can be estimated that ap- 
proximately two-thirds of all develop- 
ment credit are granted in Santiago. 
Centralization appears to be less evident 
in terms of number of loan grants since 
the two Committees handled only 20 to 
25 percent of the loan operations in 
1957. Nonetheless the two Committees 
have a heavy work load. The Executive 
Committee alone dealt with approxi- 
mately 170 requests per week on the 
average in thrice-weekly sessions. This 


1 Bank loans to farmers for the short term run between 
20 and 30 percent. Private lenders are reported to charge 
well over 30 percent. 
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of course makes a detailed examination 
of each case nearly impossible. From this 
it follows also that the average loan 
granted by the Executive Committee is 
larger than the average loan granted by 
local branches (about 6 times) and con- 
siderably larger than the average Bank 
loan (about 4 times) . 

Perhaps the main drawback of cen- 
tralization is the length of time needed 
for processing a large proportion of the 
loans. For 137 loan requests which were 
studied in some detail, ° 37 days elapsed 
on the average between the date of the 
application by the borrower and the day 
at which his application was considered 
in Santiago. To this must be added a 
few more days for the notification of the 
customer and for putting the credit 
funds at his disposal. One could expect 
that such a long waiting time, and the 
ensuing uncertainty of the farmer-bor- 
rower, may affect the efficiency of his 
farming operations particularly when he 
is in dire need of credit. Nonetheless the 
delays may act as a brake for those would- 
be borrowers who do not need credit 
urgently and who do not want to go 
through the lengthy procedure; also, it 
forces borrowers into long-run planning. 
Actually, Chilean farmers seem to have 
adapted themselves to these delays which 
are an inevitable consequence of credit 
rationing. 

Centralization does not lack certain 
advantages.*1 It can offset to some de- 
gree the pressure which large-scale land- 
owners are able to exert on local branch 
managers for obtaining rationed credit. 
As a matter of fact, some wealthy fundo- 
owners complained about the impersonal 
relation between borrowers and the Ban- 
co del Estado, since they are accustomed 





® See footnote 13. 

1 See, however, O. Alvarez A., “El Problema Agrario en 
Chile,” Revista Mexicana de Sociologia, Enero-Abril, 
1958, p. 83. 
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to highly preferential (or deferential) 
treatment by private lending agencies. 
Not to be overlooked, however, is the 
fact that borrowers with a sound finan- 
cial backing, i.e., with a net capital ex- 
ceeding 100 million pesos, received their 
loans much faster than others: the aver- 
age number of days elapsed between the 
date of their application and the com- 
mittee session was only twenty-two. 


The Use of Development Loans. If 
development credit is classified into op- 
erational loans—i.e., those used in the 
operation of the farm where the benefits 
are exhausted in a relatively short period 
of time—and improvement loans—i.e., 
those that are designed for capital im- 
provements—then the former group rep- 
resented 68 percent of all credit by the 
Departamento Agricola in 1957 and it 
had grown substantially since 1955.7? 
Admittedly, this breakdown is somewhat 
arbitrary. The fact, however, that such 
a large proportion of the Bank’s credit is 
used for operational purposes is a strong 
indication that the term “development 
credit” is misused and that only a rela- 
tively small share of it is actually used 
for increasing the productivity of Chilean 
agriculture and a much larger share sim- 
ply for keeping it from slipping. 

The Bank does not publish informa- 
tion on the contribution which cash and 
merchandise loans make to the various 
loan categories. But on the basis of a 
small sample it would appear that the 
Bank made both types of credit available 
for all purposes except fertilizer and 
tractors for which no cash loans were 
made (Table I) ,* and that cash loans 
play a slightly larger role for improve- 
ment purposes, It is also interesting to 
“#3 Operational loans include loans for field operations 
and seed; fertilizer and insecticides; feeder cattle, pack- 
aging and one-half of “all others.” Improvement loans 
include the remaining loans. 


% The Bank’s distinction between cash and merchandise 
loans actually is not always realistic. 


note, as a reflection on the Bank’s policy, 
that not only did the Bank reject cash 
loans at a sharper rate in practically all 
categories but also that operational loans 


TABLE I—Percentace DistrisuTion oF Loan REQUESTS 
AND GRANTS FOR MERCHANDISE OR CasH, BY PURPOSE OF 


Loan, Executive ComMITTEE OF THE BANCO DEL Estrapo, ~ 


Cure: 1957-581 














Loan Requests for:| Loan Grants for: 

Purpose of Loan 

Mer- Mer- 
chan- Cash chan- Cash 
dise dise 
Field Operations, 

Seeds... .......- 10 20 12 43 
Livestock, Feed... . 5 35 5 13 
Fertilizer.......... 37 ate 48 és 
Tractors........... 10 a 9 
Farm Machinery, 

Equipment...... 17 2 14 3 
Improvements. .... 19 43 9 40 
C8 OR eee 2 ny 3 1 

i | ree 100 100 100 100 
(Amount Involved 

in Total, 

in Mill. pesos)...| $101 $175 $ 77 $ 65 

















1 Based on a sample of 137 loan requests handled by the 
Executive Committee. 
* Less than 1%. 


fared better than improvement loans 
(Table II). Hence the Bank discrim- 
inates among loans for various purposes 
in the extent to which it will grant 
them and farmers applying for loans on 
constructions (including casas de in- 
quilinos) or other permanent improve- 


TABLE II—Loan Grants As PercENT OF LoaN REQUEST 
FOR MERCHANDISE OR CasH, BY PuRPOSE oF LOAN. 











Purpose of Loan Merchan- Cash 
dise 

Field Operations and Seeds........ 89 79 
Livestock and Feed............... 68 13 (46)* 
OER ag v.n'sio 68 a Ko. 8. aiees Xs 100 _ 
TRUER a6 6 o's! 5 <5:c agaigusiais <s5 0° 73 _ 
Farm Machinery and Equipment... 64 66 
Improvements.............-+.00.- 36 34 
C2 ERR Er rere rere 100 67 











Source: See footnote 1, Table I. 

*The figure in parenthesis is the percentage of loan 
requests granted after two requests for 12 and 30 
million pesos were excluded from the computation. 
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ments have, on the whole, the least 
chance to obtain them. This is, no doubt, 
a further strike against the handling of 
development credit in Chile at the pres- 
ent time. 


Distribution of Credit Among Bor- 
rowers. The size of the net capital and 
the social position of the borrower have 
a strong impact on the Bank’s willing- 
ness to lend money. There are probably 
few banking institutions, if any, through- 
out the world which do not consider 
customers with adequate collateral as 
better credit risks than borrowers with 
less resources even though the latter may 
need credit more urgently. In the case 
of Chile the major problem is whether 
the distribution of development loans is 
more unequal, i.e., favors wealthy or so- 
cially prominent borrowers more pro- 
nouncedly, than seems warranted and 
whether credit funds are granted those 
farmers who know how to make the most 
effective use of them. It has to be kept 
in mind that the Banco del Estado is a 
state institution and hence could be ex- 

pected to—and perhaps ought to—oper- 

ate along different principles than private 
lenders; that the credit with which we 
are concerned here has been specifically 
designed for the increased production 
and productivity of Chilean agriculture; 
and that the distribution of the funds, 
under the legal framework described, in- 
tends to achieve some degree of equality 
in the treatment of farmers. The overall 
performance of Chilean agriculture must 
also not be overlooked. 


The borrower’s financial situation is 
determined, as mentioned earlier, by his 


™ The liabilities, establishing the borrower’s net capi- 
tal, are not necessarily the same as his current debts to 
the Bank since the statement may be up to 25 months 
old. In actuality, instances were found where the financial 
statement was considerably older, particularly among 
large-scale farmers. 


statement of assets and liabilities and 
current debts” to the institution, and by 
additional comments which the branch 
manager may make on his repayment 
record, on the movement of his cur- 
rent account at the branch and on his 
non-agricultural activities if and when 
a loan request is transmitted to the San- 
tiago Office. This in turn will affect his 
eligibility and the terms and amount of 
the loan to be granted. 


What does this information reveal? ** 
In the first place, the data furnished the 
Executive Committee seemed decidedly 
incomplete in some important respects 
even where the regulations required spe- 
cific information. 7° Often reference was 
made specifically to other professions or 
businesses of the applicant, probably in 
order to enhance the borrower’s chances 
of success. But regardless of the notation 
a survey of the names included in the 
loan applications before the Executive 
Committee revealed a large number of 
well-known personalities in industry, 
commerce, the professions or politics; 
and, considering the small size of this 
random sample, it was quite remarkable 
that part of the list of the Bank custom- 
ers should read like a social register. 


The Underevaluation of Farm Real 
Estate. The most serious shortcoming of 
the financial statements is, however, the 
obvious under-evaluation of farm real- 
estate. According to the data furnished 
by borrowers, the average per-hectare 


value of land belonging to full-owners. 


% The subsequent discussion is based on information 
submitted to the Executive Committee for its thrice- 
weekly sessions in the form of “summary sheets.” Presum- 
ably the Committee discusses the merits of the loan re- 
quests principally on the basis of these sheets. 

It was not always quite clear whether this irregu- 
larity was due to negligence on the part of the applicants 
or to faulty transcriptions by the Bank employees. But 
this may be immaterial in the context of our discussion. 
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was 21,400 pesos. 2? Owners who farmed 
smaller farms tended to boost the value 
of their land while owners of larger farms 
attributed small per-hectare prices to it 
though there was no reason to believe 
that the larger farms were inferior in lo- 
cation or quality.28 The under-evalua- 
tion of farm land is not just a whim of 
land-owners but a calculated policy. 
Farm-owners themselves were well aware 
of the much higher commercial value of 
their land and commercial prices re- 
ported in personal interviews departed 
most seriously from the values reported 
to the Bank. (A few examples of the 
gap between commercial values and 
values reported to the Bank are given in 
Table III.) Consequently, when the 


This figure was obtained by dividing the total re- 
ported value of the farms by the number of hectares 
enumerated. Actually this estimate is probably too high 
because the applicants did not always specify whether 
the real estate valuation given referred only to farm real 
estate or because in some cases they specified that some 
non-farm real estate was included but without breaking 
down the figures; or because not all of the land area 
was given. 

To give some examples: one borrower with a net 
worth of 30 million pesos listed 3 farms near Santiago at 
13,313 pesos per hectare even though 88 percent of the 
farms was irrigated; one owner of a hacienda with a net 
capital of 113 million pesos and 94 percent of his land 
irrigated at 83,000 pesos; another with 21 million pesos 
in net capital and a farm 89 percent irrigated at 9,300 
pesos, indicating that this was 50 percent of tax evaluation. 


farm land of farm owners was evaluated 
at its commercial price, its total value 
alone was nearly three times larger than 
all the assets listed in their statements. 
The practice leads to highly unusual, 
almost incredible, financial statements. 
In general, the proportion of real estate 
to total assets—50 percent for full own- 
ers—was unusually small for an agricul- 
ture in which mechanization has as yet 
not reached a high level. ® And, as a fur- 
ther consequence, the value of other as- 
sets—including at times assets which are 
normally only minor items on a farm— 
was reported considerably above the real 
estate. The most extreme case was per- 
haps that of an applicant who listed a 
net capital of 155 million pesos, a farm 
estimated at 47 million pesos, and work 
animals at 107 percent of the value of 
the land. 
We are here in the presence of a mal- 
practice for which the explanation, 
2 Almost three-fifths of the owner-applicants presented 
statements with real estate less than 50 percent of total 
assets; one-third less than 30 percent; and one borrower's 
real estate was 1.3 percent of all his assets. Only in high- 
ly mechanized farm enterprises such as feedlots could 
such a relationship exist. In the United States, where 
investment in machinery and equipment is heavy, farm 
real estate assets on January 1958 were 62 percent of all 


assets including farmer owned financial assets (bonds, 
currency) and household goods. 


TABLE III—VALvuE oF Farm REAL Estate Listep By FARMER-BORROWER AND COMMERCIAL VALUE 
EsTmMATED BY Hm Durinc INTERVIEW (SELECTED Cases) 








Borrowers’ Net Hectares Listed Value | Estimated Commercial | Percent col. (4) 
Capital Owned per Hectare Value of col. (3) 
(Mill. pesos) (pesos) (pesos) 

(1) (2) (3) (4) (5) 

Lt Ra cnre ewan 238 31,374 100,000 31 
I Or oiacsnoi chee spacewieversie ees 474 7,148 200,000 4 
TEE IRS RI, 624 22,984 150,000 15 
ccuseudedeses seven 882 13,443 80,000 17 
i ccdinch duis hep htnwda 1250 2,782 350,000 1 

J cc a, a a a ee 2844 16,063 400,000 4 

















Source: See footnote ', Table I. 
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though not justification, is the intended 
evasion of land taxes. It implies that 
many of the borrowers, including the 
“medium” or “smaller” farmers in terms 
of their reported, but understated, net 
capital, are actually much wealthier than 
meets the eye and our later conclusion 
with respect to a highly unequal distri- 
bution of credit based on reported net 
capital data is strongly reinforced. By the 
same token the number of borrowers 
with genuinely small net worths is even 
less than would appear from the Bank’s 
data. The under-evaluation represents a 
low borrower morale. It also casts a poor 
light on the Bank’s methods of allocating 
credit. Ignoring the flagrant discrepan- 
cies between reported and actual values 
implies that in reality loans are being 
granted on grounds other than the ap- 
parent economic situation of the bor- 
rower or at least that they are being 
granted on the basis of misrepresenta- 
tions. It is not surprising that genuinely 
small farmers tend to evaluate their 
farmland at more realistic prices for the 
purpose of showing a fairly adequate 
net worth and in order to increase their 
chance of obtaining a loan. These bor- 
rowers are really being penalized twice 
if it can be shown that they receive less 
credit and in addition have to pay high- 
er taxes than large land owners who by 
the sheer weight of large surface owned 
(even when quoted at low per-hectare 
figures) can show a substantial (though 
highly underevaluated) net capital. 

It should be explained perhaps that 
a borrower who through under-evalua- 
tion of his land puts himself into the 
class of “medium-sized” or “small” net 
capital may restrict thereby his ability 
to obtain the full line of credit to which 
he is theoretically entitled. But this may 
be an indication that he values credit 
less than his continued ability to pay 
low taxes on the under-evaluated land 


and, as a general proposition, such farm- 
ers may not be in as urgent need of 
credit as other applicants. 

Net Worth and Loan Grants. Farmers 
with larger net worths, as determined by 
their own financial statements to the 
Bank, enjoy broad and clear-cut advan- 
tages over customers with smaller net 
worths, Their advantages are threefold: 
they obtain a larger percentage of their 
loan requests almost regardless of the 
type of loan involved or the purpose for 
which they are requested; they obtain a 
good-sized, even out-sized chunk of the 
total available funds; they are favored 
by the Bank in terms of a large number 
of repeated loan grants so that new loans 
are often approved when older loans are 
due and so that some borrowers have 
obtained for themselves the setting aside 
of a sort of revolving fund for the oper- 
ation of their farm while smaller farm- 
ers have to make considerable efforts to 
obtain the approval of single loans. 

The first advantage becomes obvious 
from the data in Table IV which demon- 
strate that the largest number of rejec- 
tions of loans occurred among borrowers 
with smaller net worth. Not shown in 
the table is the further fact that several 
of the smaller borrowers whose requests 
were rejected were tenants. Furthermore, 
the percent of their loan requests which 
was granted was substantially smaller. 
Hence, borrowers with large resources 
obtain loans more easily—except, as al- 
ready mentioned previously, when their 
requests involve very large amounts. 
And it is not surprising that only 43 of 
the 137 borrowers were farmers with a 
capital of less than 25 million pesos and 
only one was a “small farmer” as de- 
fined by the Bank’s regulations. 

The granting of a large proportion of 
funds to relatively few borrowers with 
large resources—the second advantage— 
is demonstrated in Table V. These sta- 
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tistics of the amounts of money lent (or 
the number of loans granted) in rela- 
tion to borrowers of various net capitals 
or assets refer only to the lending policy 
of the Executive Committee *® and do 


% The data are based on two samples—the small sample 
of 137 borrowers selected at random over a one-year 
period and a larger sample of all loans granted in two 
full 4-week periods in 1957. It is worth mentioning that 
borrowers with large resources enjoyed advantages similar 
to those shown in Table V both with regard to cash and 
merchandise loans and for loans for various purposes. 


not reflect lending practices at the local 
level. A much more astonishing picture 
was revealed through a study of loan 
grants made by one small branch of the 
Bank located in the Central Valley in a 
populous farming community. 

This branch made loans in 1957 to 200 
farmers involving a total of 125 million 
pesos (including loans granted through 
the Santiago office) through 430 indi- 


TABLE IV—Numser or LoAN REQUESTs AND OF REJECTIONS, AND PERCENT OF REQUESTS GRANTED, 
BY Size OF Net CapPirAL OF BORROWER. 

















Borrowers’ Net Number | Number | Number? Percent of Requests Granted 
Capital Applicants} Loan | Rejections with respect to: 
(Mill. pesos) Requests! 
Number of Loans? | Amount Requested 
Below 25............. 43 48 18 60 53 
SE OOS T es 32 36 9 75 56 
Teck cccccccncces 37 48 8 81 55 (69) 
100 and over......... 25 31 1 93 49 (81)3 
Wasa hehe ied 137 163 36 76 53 (64)8 




















Source: See footnote 1, Table I. 


1 In some of the loan requests, the applicants actually applied for more than one loan. 

2 In addition to rejections, 3 cases were left pending. The percentages are calculated by including the cases left pend- 
ing, hence the small discrepancies. Several of the rejected and pending cases were approved at a later time, 
reuslting in a slight advantage for borrowers with small net capitals. 

3 Figures in parentheses after excluding three requests for unusually large amounts. See text. 


TABLE V—PERCENTAGE DisTRIBUTION OF DEVELOPMENT CREDIT AMONGST BORROWERS WITH VARIOUS 
NET CapITALs oR AssETs, Two SAMPLES (CUMULATIVE PERCENTAGES) 








Borrowers’ Net 
Capital or Assets 


Sample of 137 Borrowers! 


8-Weeks Sample? | 8-Weeks Sample by 


Size of Assets 





(in Mill. pesos) 


Loans | Amount | Loans 
Borrowers | Granted | Granted | Granted | Granted | Granted | Granted 


Amount | Loans | Amount 





OIGW. 25% 5. 6.0:60icc 0 e's 26 23 22 27 19 21 14 
i =) | UR Oe Ee 49 45 40 54 43 45 34 
SOH100 one i cle Geis 78 77 78 78 68 73 61 
100 and over........... 100 100 100 100 100 100 100 
Number, or Amounts 

(in Mill. pesos)....... 104 124 $164 993 $1,629 993 | $1,629 


























1 The sample of 137 borrowers identical to the one mentioned in footnote !, Table I. Three pending cases, mentioned in 


Table IV, footnote * omitted. 


2 The larger sample of 993 borrowers is based on all loan requests made of the Executive Committee of the Banco del 


Estado during two 4-weeks sample periods in 1957. 
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vidual loan operations. It granted 56 
farmers with the largest capital (its “best 
clientele”) 80 percent of all funds lent. 
Hence the remaining 144 customers re- 
ceived the balance of 20 percent. As a 
matter of fact, the 9 largest estate-owners, 
all with a net capital exceeding 100 mil- 
lion pesos, received over 37 percent of 
all loans granted. It is not known wheth- 
er the allocation of credit through this 
single branch was representative for the 
Bank as a whole. *! But if it was, it would 
signify that on the national level—with 
the Bank having granted about 21.8 bil- 


%1A variety of circumstances lead to the conclusion 
that the picture presented in the text is not unrealistic. 


lion pesos through 64,600 loan opera- 
tions in 1957—8.2 billion pesos (or well 
over one-third) went to about 1,350 
farmers with over 100 million pesos in 
net worth (a mere fraction of all Chilean 
farmers) through 7,500 loans: 6.2 billion 
pesos went to about 2,400 farmers with 
a capital of 25 to 100 million pesos 
through about 12,500 loans; and the 
balance to the remaining 26,300 borrow- 
ers with small net capitals through about 
44,600 loans. Consequently also, the 
average amount of credit would be sharp- 
ly different for customers with various 
net worths (Table VI). 


TABLE VI—EstTIMATED DIsTRIBUTION OF DEVELOPMENT CREDIT IN CHILE THROUGH THE BANCO DEL 
EsTapo AND EsTIMATED AVERAGE SIZE OF LOAN, BY SIZE OF NET CAPITAL OF BoRROWERS: 1957 























Size of Net Estimated Estimated Estimated Average per: 
Capital Number Number Amount 
(Mill. pesos) Borrowers Loans Loaned Loan Borrower 
: (in Bill. pesos) (pesos) (pesos) 
Below 25......... 26, 287 44,643 7.4 166,000 282,000 
2, ee ee 1,202 5,104 1.9 372,000 1,580 ,000 
50-100........... 1,202 7,365 4.3 584,000 3,580,000 
100 and over..... 1,351 7,494 8.2 1,094,000 6,070,000 
reer 30,042 64, 606* 21.8* 338, 000* 726,000 
| 








Note: Except for the statistics marked by an asterisk, which are figures published by the Bank itself, the national estimates 
are based on the loan allocation by one small local branch of the Banco del Estado. They are to be read with the assumption 
that the practice followed by this branch is representative. See footnote *! in the text. 


This pattern of credit allocation also 
throws a new light on the argument that 
Chilean agriculture profits from the pre- 
viously mentioned negative rate of inter- 
est since the latter’s benefits are available 
only to a few. 

The third advantage of large-scale 
farm operators consists in their request- 
ing and receiving a large number of 
loans throughout a year (the highest 
number found being 14 loans to one es- 
tate-owner) including even ridiculously 
small grants channeled through the Ex- 
ecutive Committee, such as four barrels 
of oil, valued at 268,000 pesos, repayable 


in one year or 32,000 pesos for seed for 
six months! 

Loan Grants, Borrowers’ Needs and 
Their Contribution to Agriculture. 
Though large estate-owners benefit more 
than seems warranted from the Bank’s 
lending practices it might be argued 
that they are in considerably greater need 
of credit than small operators and that 
they deserve it because they manage their 
farms along technologically advanced 
methods which they constantly search to 
improve, But there are a number of 
clues in the borrowing practices of large- 
scale landowners as well as in the gen- 
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eral achievements of Chile’s agriculture 
which would tend to at least throw doubt 
on this line of reasoning. 

It was, first of all, striking that borrow- 
ers with large net worths were much less 
interested in cash than in merchandise 
credit (Table VII) . It is not known why 
this is so. One plausible explanation 
may be that farmers with large resources 
are less in need of cash assistance from 
the Bank since they have other sources 
of credit available to them. It is a com- 
monly observed fact that the larger a 
farmer’s resources the easier is his access 
to credit. ®? Large operators often have 
other incomes from business, industry 
or their profession. Furthermore one 
could expect large owners who— or 
whose families—have held their farms 
for many years to get along with a mini- 


32 See, for example, Manual of Supervised Agricultural 
Credit in Latin America, Food and Agriculture Org: 


mum of credit. Actually, development 
credit which large-scale operators can ob- 
tain for their farms represents, due to 
the margin requirements, only a rela- 
tively small, maybe even marginal, pro- 
portion of the funds which are annually 
needed to run the farm business. ** Con- 
sequently they would in many cases have 
no need to borrow and would do so 
only because they know that credit is 
available to them for the asking and be- 
cause, with the rate of inflation being 
what it has been in recent years, borrow- 
ing for them actually pays off. It might 
explain a preference for merchandise 
loans since these actually release the op- 
erators’ own cash resources (which are 
not strictly needed in the farm business) 
for other purposes, such as living ex- 
penses, or investments in inflation-proof 
assets. 





tion Agricultural Development Paper No. 47, Rome, Italy, 
October 1955, p. 1. 


%8 This argument was made by one large-scale owner of 
“fundos” of considerable wealth and social status. 


TABLE VII—CasH Loan REQuEsts AND GRANTS AS PERCENT OF MERCHANDISE LOAN REQUESTS OR 
GRANTs, BY SIZE oF NET CAPITAL OF BORROWERS. 














Cash Loan Requests as Percent Cash Loan Grants as Percent 
Size of Net of Merchandise Loan Requests of Merchandise Loan Grants 
Capital 
(Mill. pesos) Number Loans | Amount Requested | Number Loans | Amount Granted 
Below 25....... 103 89 92 61 
25-50.......... 79 65 67 38 
50-100......... 40 70 47 38 
100 and over.... 52 86 45 52 

















Source: 8-weeks sample of 993 loan requests before the Executive Committee of the Banco del Estado. 


No less significant seemed to be the 
preference of estate-owners in requesting 
loans for operational purposes such as 
fertilizer or feed (some of which did not 
exclude the possibility of speculative in- 
tentions) and the near cessation of re- 
quests for permanent improvements by 
farmers with over 100 million pesos in 
net worth. This fact, again, is subject to 


a variety of interpretations. But it is per- 
haps not inconsistent with the lack of 
interest in improved farming operations 
shown by estate owners, which has been 
pointed out by an ECLA (Economic 
Commission for Latin America) research 
study in 1953. This study concluded that 
22 percent of the irrigated area of large 
farms in the provinces of Santiago and 
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Valparaiso was dedicated to natural pas- 
tures though it was well suited to 
intensive farming operations. This is 
significant if one considers that the ma- 
jor portion of irrigable land probably 
belongs to large farms. The same ECLA 
study also found that 35 percent of the 
large operators, who operated 35.5 per- 
cent of irrigated land not under cultiva- 
tion or in pasture, lacked interest in 
improving farm production. ** Lack of 
interest also seemed to account for such 
obvious under-utilization of farm land 
—observable by simple inspection—as 
poor crop rotation or the abandonment 
of formerly cultivated areas to weeds. 
One estate-owner in one of the better 
farming communities of Chile explained 
that one of his farms which had grown 
wheat a couple of years before was now 
“descansando.” 

Thus the ECLA study attempted to 
establish a connection between poor 
farm management, on one side, and 
large estate-holdings on the other. Ac- 
tually one has to take into account that 
land is concentrated in the hands of 
relatively few owners. Of a total of 
124,400 units with one or more hectares 
2,700 farms controlled over 40 percent 
of the cultivable land in 1955. And a 
three-way association between lack of 
interest, production potential and con- 
centration of land would render the ef- 
fects of poor farm management all the 
more serious and would, if true, explain 
in part why per capita gross agricultural 
production in Chile has declined. 


Conclusions 
It would appear that the Banco del 
Estado has been unable to implement 
an essentially equalitarian credit control 
program. Large estate-owners have suc- 
ceeded in obtaining the lion share of its 


* Quoted in, Desarrollo Economico de Chile, op. cit., 
p. 107. 


benefits. If inequality of credit alloca- 
tion is prominent in this state-owned 
lending institution it can be expected 
to be considerably more so with private 
lending agencies which grant loans ex- 
clusively along commercial lines. Thus 
medium-sized and small farmers operate 
under severe disadvantages as far as agri- 
cultural credit is concerned. 

Unequal allocation of credit is defensi- 
ble and indeed desirable from the view- 
point of agricultural development if it 
can be shown that the recipients of de- 
velopment credit make the most efficient 
use of it, i.e., that the borrowed capital 
receives from them the highest marginal 
returns. Hence it is not maintained here 
that unequal distribution is bad per se 
though it may tend to shock people’s 
sense of justice or that a more equal dis- 
tribution would ipso facto be better. But 
it would become a matter of great con- 
cern if development loans were granted 
mainly to inefficient farmers. 

There is as yet no direct evidence 
whether or not loans are being granted 
those agricultural sectors which show the 
most promising opportunities for agri- 
cultural development. In the light of 
growing food needs in Chile the ques- 
tion calls for urgent clarification. Hence 
the concluding remarks are based on the 
assumption that the Bank does not dis- 
criminate adequately between effective 
and non-effective, productive and unpro- 
ductive borrowers and that an important 
share of this valuable and scarce resource 
(credit) may be lent to farmers primarily 
because they are wealthy and not because 
they are knowledgeable and _ willing 
to use it to maximum advantage. If 
this is correct, then the inequitable allo- 
cation of credit is a more serious prob- 
lem than the scarcity itself of loanable 
funds and would actually contribute to 
rendering them more scarce. The short 
supply of agricultural credit is due 
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partly to the sharp inflation which has 
plagued Chile for several years. The 
shortage could be alleviated considerably 
—as is often stated—if the inflation 
would be halted. But if one assumes, as 
we did earlier, that the failure to pro- 
duce more food contributes more to in- 
flation than any other single factor, one 
would merely be begging the question. 

The Bank has succeeded in carrying 
out successfully the program’s objective 
of assuring that credit funds are used 
only for the purposes for which borrow- 
ers request them and for which they are 
designed. From the point of view of agri- 
cultural progress, this achievement is 
probably immaterial. What is more, it 
points up sharply that, in the light of 
growing food shortages, the main feature 
of such a credit program must not be 
the collateral, physical or social, of the 
borrower, but his ability to put the funds 
to a use which is profitable both to him 
and society. As a matter of fact, the de- 
velopment credit program in Chile is 
deficient in that it has established no 
development criterion or goal, either at 
the national or the individual farm level. 
Hence, notwithstanding existing controls 
and the supervision of farmers (which 
often is quite perfunctory and at best a 
very inadequate method to determine 
whether credit is being used to maxi- 
mum advantage) nothing is being said, 
in general or in the specific case, about 
the nature and the extent of the bor- 
rower’s progress which is to be achieved. 

The program’s deficiencies could per- 
haps be overcome by revamping the 
character and the direction of the exist- 
ing controls. For example, loans could 
be made available subject only to the 
borrower’s ability to demonstrate both 
long-run planning for increased output 
and evidence of carrying out these plans. 
This would entail a close scrutiny of 
the owner’s farm operations. The Bank 


could make predetermined minimum 
portions of the total credit funds avail- 
able to groups of farmers of various net 
worths and grant loans on steeply grad- 
uated terms, giving highly preferential 
treatment to smaller- and medium-sized 
farmers, or to those who quickly achieve 
or exceed their production goals, or to 
those who do not own non-agricultural 
resources and earn non-agricultural in- 
comes. Thus the Bank could exert moral 
and perhaps economic pressure on estate- 
owners to invest more of their own re- 
sources in their agricultural enterprises. 
Whether such measures would be suc- 
cessful in an agriculture dominated by a 
few large-scale operators where medium- 
sized farmers (who according to common 
experience can be assumed to possess the 
most genuine interest in enhancing out- 
put if they are allowed to own and oper- 
ate their farms) are relatively few, is 
most debatable. 


It might be claimed that emphasis on 
class criteria will fail to direct the atten- 
tion of the Chilean people towards the 
main economic problems which agricul- 
tural development harbors. But if the 
social structure should form a massive 
obstacle to agricultural development 
even an economist cannot be allowed to 
ignore it. This author feels that the ex- 
perience with development credit may 
well turn out to be another indication 
that the present-day farm ownership and 
management pattern seriously hinders 
agricultural development in Chile and 
that such statements on Chile’s agricul- 
tural or general economy as: “The agri- 
cultural problem in Chile is not a 
question of the distribution, but of the 
improved management of the land’ or: 
‘|... Spectacular advances in the growth 
rate of economies like Chile will come, 
if at all, from improvement in the qual- 


% QO. Alvarez A., op. cit., p. 83. 
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ity of the labor force and from an in- 
creased pace of technical advance” * 
may not be to the point. 


Since this article was written the 
Chilean government, under its new con- 
servative President Alessandri, has abol- 
ished some of the controls with respect 
to agricultural credit described herein. 
The author believes that this does not 

3A. C. Harberger, “Using the Resources At Hand 


More Effectively,” American Economic Review (Proceed- 
ings Number), May 1959, p. 134. 


affect the conclusions presented in the 
paper. In fact, since the debate on “con- 
trols” or “no controls” will no doubt 
continue for many years in an economy 
where credit is bound to be rationed 
severely, it is hoped that the performance 
of a relatively freer credit system can, 
in the future, be compared to the per- 
formance of the system described in this 
paper and hence contribute in some 
measure to making the debate more 
fruitful. 
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